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2002 Annual Report 


Five Year Financial Highlights 


2002 
IREVEMULGH aA aie ee 7,962.3 
Net earnings (loss) ..... 415.7 
Motal’assets!  sseaaaees 35,110.5 
Common shareholders’ 
CCULEV seems teen rete Spay 3) 
Common shares 
outstanding — year- 
end (millions) 2. ...... 14.1 
Return on average 
EQUITY gary en eiutn= aes 12.8% 
Per share 
Net earnings (loss) ... 28.78 
Common 
shareholders’ equity 237.01 
Market prices per share 
Fig By os iain as cause 195.00 
OW eB oe ee 104.99 
COSC tara, sone tee 


IVA 


(in Cdn$ millions except share and per share data) 


2001 


6,125.7 
(346.0) 
.35,438.7 


3,042.7 


14.4 


(11.9%) 


(28.04) 


213.06 


289.00 
160.00 
164.00 


2000 


6,188.5 
137.4 


81533.3 


3,180.3 


TSS 


4.1% 


9.41 


242.75 


246.00 
146.75 
228.50 


1999 1998 
5,788.5 3,574.3 
124.2 387.5 
S979 20,886.7 
3,116.0 Diya sxexiehs 
13.4 P2= 
4.3% 20.1% 
9.20 32.63 
231.98 184.54 
610.00 603.00 
180.00 253.00 
245.50 540.00 


* not including share subscription receipts issued December 22, 1998 or their proceeds 
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Corporate Profile 


Fairfax Financial Holdings Limited is a financial services holding company whose 
corporate objective is to achieve a high rate of return on invested capital and build long term 
shareholder value. The company has been under present management since September 1985. 


Canadian insurance subsidiaries 


Commonwealth Insurance, based in Vancouver, offers commercial property, oil, gas and 
petrochemicals and marine insurance in Canada, the United States and internationally, and 
commercial casualty insurance in Canada. The company has been in business since 1947. In 
2002, Commonwealth’s net premiums written were $343.6 million. At year-end, the company 
had capital and surplus of $207.2 million and there were 164 employees. 


Federated Insurance, based in Winnipeg, markets a broad range of insurance products in 
Canada primarily for commercial customers. The company has been in business since 1920. In 
2002, Federated’s net premiums written were $87.5 million, consisting of $71.6 million of 
property and casualty business and $15.9 million of life and group health and disability 
products. At year-end, the company had capital and surplus of $52.7 million and there were 
275 employees. 


Lombard Insurance, based in Toronto, writes a complete range of commercial and personal 
insurance products in Canada. The company has been in business since 1904. In 2002, 
Lombard’s net premiums written were $691.1 million. At year-end, the company had capital 
and surplus of $190.1 million and there were 751 employees. 


Markel Insurance, based in Toronto, is the leading trucking insurance company in Canada 
and has provided the Canadian trucking industry with a continuous market for this class of 
insurance since 1951. In 2002, Markel’s net premiums written were $126.9 million. At year- 
end, the company had capital and surplus of $51.0 million and there were 152 employees. 


CRC (Bermuda) Reinsurance, based in Bermuda, is the principal reinsurer of Lombard 
Insurance, Federated Insurance, Markel Insurance and Commonwealth Insurance’s Canadian 
operations. Cessions to CRC (Bermuda) are included in the net premiums written of those 
companies. At year-end, the company had capital and surplus of $132.3 million. 


U.S. insurance subsidiaries 


Crum & Forster (C&EB), based in Morristown, New Jersey, is a national commercial property 
and casualty insurance company in the United States writing a broad range of commercial 
coverages. Its subsidiary Seneca Insurance provides property and casualty insurance to small 
businesses and certain specialty coverages. The company has been in business since 1824. In 
2002, C&F’s net premiums written were US$779.0 million. At year-end, the company had 
capital and surplus of US$1,039.5 million and there were 879 employees. 


Fairmont Insurance is the proposed name under which the continuing operations of TIG 
Specialty Insurance — the Ranger, Hawaii (commercial and personal lines) and Accident and 


Health businesses — will be carried on in 2003. In 2002, the net premiums written of these 
continuing operations were US$213.9 million. 


Old Lyme Insurance, based in New York, writes multi-line commercial and personal 
property and casualty insurance. Old Lyme was acquired from Hub International Limited on 
May 30, 2002. In 2002, Old Lyme’s net premiums written were US$38.5 million. At year-end, 
the company had capital and surplus of US$46.6 million and there were four employees. 


Falcon Insurance, based in Hong Kong, writes property and casualty insurance to niche 
markets in Hong Kong. In 2002, Falcon’s net premiums written were HK$337.8 million 
(approximately HK$5 = C$1). At year-end, the company had capital and surplus of 
HK$156.6 million and there were 122 employees. 


OdysseyRe reinsurance group 


OdysseyRe, based in Stamford, Connecticut, underwrites treaty and facultative reinsurance as 
well as certain insurance business, with branches in London, Paris, Singapore and Toronto and 
affiliated offices in New York, Miami, Mexico City, Santiago, Cologne, Stockholm and Tokyo. 
In 2002, OdysseyRe’s net premiums written were US$1,584.3 million. At year-end, the 
company had capital and surplus of US$1,020.7 million and there were 424 employees. 


Runoff subsidiaries 


The Resolution Group (TRG) was formed in 1993 to manage the runoff of International 
Insurance Company and other discontinued lines of business written by the former Talegen 
group of insurance companies. The runoff required effective management of major direct 
excess and surplus lines insurance and reinsurance liabilities, the resolution of complex 
litigation and the collection and management of reinsurance assets. 


RiverStone Group (RiverStone), run by TRG management, was established following the 
acquisition of TRG, primarily to manage the runoff of certain Fairfax insurance subsidiaries 
_ and other discontinued lines of business written by other Fairfax companies. RiverStone 
Management (UK) manages the Sphere Drake and RiverStone Insurance (UK) runoff 
operations. In 2002, RiverStone Stockholm and Sphere Drake Bermuda and the non-life 
operations of Compagnie Transcontinentale de Réassurance (prior to the wind-up of that 
company) were consolidated into RiverStone Insurance (UK). 


TIG Specialty Insurance merged with International Insurance, TRG’s runoff subsidiary, 
on December 16, 2002 and was placed in runoff under RiverStone’s management. At year-end, 
the merged company, constituting the U.S. runoff group, had capital and surplus of 
US$1,936.1 million and there were 736 employees located in Dallas and Manchester, New 
Hampshire. 


ORC Re, based in Ireland, was established in 1997. It reinsures the reinsurance portfolios of 
Fairfax’s other European runoff operations, provides consolidated investment and liquidity 
management services to the European runoff group, participates in the reinsurance programs 
for the U.S. insurance companies with third party reinsurers, and has provided post-acquisition 


FAIRFAX FINANCIAL HOLDINGS LIMITED 


reinsurance protection for the U.S. insurance companies. Riverstone Management (UK), with 
243 employees and offices in London, Brighton, Paris and Stockholm, manages ORC Re’s 
insurance and reinsurance liabilities and the collection and management of its reinsurance 
assets. Sphere Drake, RiverStone Insurance (UK) and ORC Re constitute the European runoff 
group. At year-end, ORC Re had capital and surplus of US$2.0 billion, of which US$1.6 billion 
is related to equity and debt financing for the acquisition of the U.S. insurance and reinsurance 
companies, and there were eight employees. 


Wentworth Insurance, based in Barbados, was incorporated in 1990. It writes selected long 
term property and casualty reinsurance. At year-end, the company had capital and surplus of 
US$82.1 million and there were seven employees. 


Claims adjusting and insurance brokerage 


Lindsey Morden Group provides claims adjusting, appraisal and claims and risk 
management services to a wide variety of insurance companies and self-insured organizations 
in Canada, the United States, the United Kingdom, continental Europe, the Far East, Latin 
America and the Middle East. In 2002, revenue totalled $457.9 million. The company was 
established in 1923, and at year-end the group had 3,659 employees located in 320 offices. 


Hub International is an insurance brokerage company selling a broad range of commercial, 
personal and life insurance products. The company was established in 1998, and at year-end 
had 2,340 employees in 122 offices in Canada and the United States. In 2002, the company 
had total revenue of US$220.0 million. 


Investment management subsidiary 


Hamblin Watsa Investment Counsel was founded in 1984 and provides investment 
management to the insurance, reinsurance and runoff subsidiaries of Fairfax. 


Notes: 


(1) All companies are wholly owned except OdysseyRe, a public company of which Fairfax owned 
73.8% at the end of 2002; Lindsey Morden Group, a public company of which Fairfax owns 75.0% 
of the equity and 89.5% of the votes; Hub International, a public company of which Fairfax owns 
28.7%; and Advent Capital (Holdings) PLC, of which Fairfax owns 46.8%. 


(2) The foregoing lists all of Fairfax’s operating groups. The Fairfax corporate structure includes a 
number of companies, principally investment or intermediate holding companies (including 
companies located in Hungary, Gibraltar and Mauritius), which are not part of these operating 
groups. These companies had no insurance, reinsurance, runoff or other operations. 


To Our Shareholders: 


2002 was a record year for us as we earned the highest profit in our history while achieving a 
100% combined ratio for our ongoing insurance and reinsurance operations. We made a 12.8% 
return on average shareholders’ equity in 2002 (compared to about 6% for the S&P/TSX and 
about 13% for the S&P 500). We earned $415.7 million or $28.78 per share in 2002 compared 
to a loss of $346.0 million or $28.04 per share in 2001. Book value per share increased 11.2% to 
$237.01 while our share price dropped 26.2% to $121.11 per share from $164.00 at year-end 
2001. 


Our record results in 2002 emanated from excellent underwriting and investment 
performance, as discussed in my letter of November 8, 2002 to you (reproduced in 
Appendix A), as well as our decision on December 16, 2002, as part of a comprehensive 
restructuring of TIG, to place TIG’s MGA-controlled program business in runoff under TRG’s 
highly skilled management. 


Let me take these three major items one at a time. 


Underwriting Performance 


Year ended December 31, 2002 


Net Premiums 


Combined Ratio Written 
(%) (% change) 
Canadian Insurance Companies 
Commonwealth 84.1 +95 
Federated 94.0 +15 
Lombard 98.6 +26 
Markel 96.3 +69 
Total 95.8 +43 
U.S. Insurance Companies 
Crum & Forster 103.3 +53* 
TIG (continuing operations) 106.0 +54 
Falcon 99.8 +270 
Old Lyme SPS) N/A 
Total 103.6 +56 
Reinsurance — OdysseyRe On +68 
Total Fairfax 100.1 +58 


* +24% including ceded reinsurance premium in 2001 


We said last year that, given current conditions, we wanted to grow our insurance/reinsurance 
business significantly and increase our retentions significantly while achieving combined 
ratios below 100%. This we achieved in 2002 because of a lot of hard work and tremendous 
focus by all our presidents and management teams, as the above table indicates. And this is not 
a one-year result because of a hard market. Our focus on underwriting profitability will never 
waver as we remember the atrocious results in 1999-2001. 
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Investment Results 

During 2002, when North American and European equity markets suffered losses of 15-35% 
and many bond portfolios suffered losses from telecoms, techs and various high fliers, the total 
return on Fairfax’s investment portfolio (including all interest and dividend income, gains and 
losses on disposal of securities and the change in the unrealized gains and losses during the 
year) was 11%. The results on equities alone were even better, as shown on page 18. This was 
exceptional investment performance by the Hamblin Watsa investment team. Realized gains 
in 2002 amounted to $738 million or 4.5% of the investment portfolio. Most importantly, the 
investment portfolios are well positioned to benefit from greater turmoil in the future as 
discussed in the Investments section beginning on page 18. 


The TIG/TRG Transaction 
This consisted of the following three components: 


1. TIG discontinued its MGA-controlled program business in Dallas and restructured 
the remainder of its operations. 


TIG’s MGA-controlled program business (business controlled by managing general 
agents, who have authority to bind the company), which accounted for 
US$379 million (about half) of TIG’s net premiums written in 2002, was placed in 
runoff under the dedicated and expert management of TRG/RiverStone. TIG’s 
Ranger, Hawaii and A&H business, which accounted for US$214 (about a quarter) of 
TIG’s net premiums written in 2002, will be separately managed under the proposed 
name of Fairmont Insurance. Napa Healthcare will be written through a subsidiary of 
OdysseyRe (or reinsured by OdysseyRe) effective January 1, 2003. Napa’s remaining 
excess property and excess casualty units will operate going forward predominantly 
as a Managing general underwriter. | 


In restructuring TIG as described, Fairfax strengthened TIG’s reserves by 
US$200 million and took a restructuring charge of approximately US$64 million. 
Also, Fairfax’s ORC Re subsidiary provided TIG with a US$300 million adverse 
development cover. The amount of the strengthening and the adverse development 
cover were established by TRG management, who are experts in runoffs and who 
required comfort on these matters before proceeding to merge their International 
Insurance subsidiary with TIG, as described below. The combination of these actions 
should put TIG behind us — excluding any liability under the cover. 


2. We acquired the remaining 72!/2% economic interest in TRG (the parent company of 
International Insurance Company (IIC)) in exchange for payments over the next 
15 years. 


We were happy to acquire the remaining interest in TRG because we have grown very 
comfortable with TRG and its management team during the three and a half years 
since we acquired our original interest, and we purchased this interest at an attractive 
price. We think Mike Coutu and Dennis Gibbs have built TRG to be among the finest 
runoff companies in the U.S. and, in the past three and a half years, have done an 
outstanding job settling Fairfax’s APH claims, CD claims, reinsurance recoverables 


and other tough-to-settle claims. TRG has been an essential resource for us as it has 
been responsible for our runoff operations. To understand why we were very keen on 
acquiring TRG, you need to know some facts about its track record for the 1993-2002 


period. 
September 30, 
1993 2002 
(US$ millions) 
Statutory surplus 150 Dos 
Cumulative dividends paid - 215 


In each of the past five years, TRG/IIC has paid an annual dividend of US$30 million 
(not bad for a runoff company!!). 


Now, as mentioned in our press release, TRG had a GAAP equity of US$547 million 
on September 30, 2002 (GAAP equity is higher than statutory surplus principally 
because of deductions for recoverables from unregistered reinsurers required in the 
calculation of statutory surplus). Our existing 27'/2% interest gave us ownership of 
approximately US$150 million of this’ US$547 million equity. The remaining 
US$397 million in GAAP equity we purchased for US$425 million, payable 
approximately US$5 million a quarter from 2003 to 2017 and approximately 
US$128 million at the end of 2017. The present value of this stream of payments at a 
discount rate of 9% per annum is approximately US$204 million, resulting in 
negative goodwill at the December 16, 2002 closing date of approximately 
US$188 million. Given the management track record, the excellent earnings and 
dividend history of TRG, its liquid US$790 million investment portfolio and its 
remaining US$101 million of excess of loss reinsurance protection, a price of 
US$204 million or about half book value seemed very attractive to us. This, of course, 
does not include the additional benefits that TRG and Mike and Dennis bring to 
Fairfax. With 100% economic interest, we do have additional APH exposure from IIC 
but, as explained in the MD&A section on asbestos starting on page 81, we are 
comfortable with the reserves established and the talent and focus TRG brings to 
settling these claims. Please don’t underestimate the value of this purchase. One of 
our directors thinks it may be our best!! 


TIG and IIC merged and distributed $1.25 billion of assets to Fairfax. 


We merged TIG and IIC effective December 16, 2002 and, with the California 
Department of Insurance’s approval, distributed $1.25 billion of assets to Fairfax, 
including 33.2 million of TIG’s 47.8 million shares of OdysseyRe Holdings, all of the 
shares of Commonwealth (GAAP equity of approximately $207 million) and all of 
the shares of Ranger Insurance (GAAP equity of approximately $136 million). These 
distributed securities will initially be held in trust for TIG’s benefit. If the 
US$300 million adverse development cover described above is placed externally to 
California’s satisfaction, then up to US$300 million of securities will be released from 
the trust. If at the end of 2003 TIG has US$500 million of statutory surplus, a risk- 
based capital of 200% and a net reserves to surplus ratio of less than 3:1, substantially 
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all of the remainder of these assets will be released from the trust. We continue to 
expect to meet these tests at the end of 2003 and are also working on acquiring the 
cover at a reasonable cost. 


So, to summarize, this transaction solved our problems with TIG, eliminated the outside 
interest in TRG and freed up substantial assets previously held under TIG, for a total economic 
cost (after the reserve and restructuring charges and the negative goodwill benefit) of 
US$33 million after tax (plus the purchase price of the 72!/2% TRG interest). (The negative 
goodwill and the total economic cost changed a little from the amounts indicated in our 
December 16 press release as a result of changes in the fair market value of TRG’s portfolio 
investments.) 


This was a project that would not have been completed if not for the leadership of Mike Coutu 
and Dennis Gibbs working with Steve Brett, Scott Donovan and many others at TRG, TIG and 
our small team at Fairfax. Amazing what a small team working together can do! 


Some final reflections on our travails with TIG. In April 1999 we purchased the company, 
which had a book value of US$1,127 million, for US$847 million. TIG consisted of TIG 
Insurance in Dallas and its subsidiary TIG Re in Stamford, with TIG Re accounting for 
US$633 million of the total US$847 million purchase price. TIG Re, with its meaningful capital 
and its significant business platform in the U.S., London and Latin America, was key in 
OdysseyRe becoming the large worldwide reinsurer it is today. It is easy to see that OdysseyRe, 
without TIG Re, would not have been a significant player in the reinsurance world where 
capital is key. As TIG Re accounted for approximately 58% of OdysseyRe’s capital, it would not 
take much of an increase in OdysseyRe’s stock price to make our investment in TIG profitable. 


Of course, our big mistake at TIG was not recognizing that its MGA model would not work, 
particularly with one broker controlling 40-50% of the business. We should have shut or sold 
the MGA business years back and built on the much smaller individual risk underwriting 
operations. The losses at TIG resulted in a weakening of our financial position. You can rest 
assured on one thing, unless there are exceptional circumstances, we will not ‘‘give our pen” 
away. 


So overall, TIG Re definitely delivered the benefit that we saw in it when we made the TIG 
acquisition, but we cannot count TIG alongside our many very successful acquisitions, which 
include our Canadian companies, OdysseyRe and Crum & Forster. 


How long will the hard insurance market last? No one knows the answer to that question. As 
we suggested last year, this up cycle may have some “‘shelf life’’ because of a variety of reasons, 
including historically low interest rates, loss of capital in European insurance/reinsurance 
companies because of the significant decline in stock prices, bond losses from WorldCom, etc. 
and the industry having yet to rebuild capital due to reserve increases. The one additional 
factor we see is potential losses from North American insurance companies reaching for yield 
by buying or insuring bonds collateralized with auto loans, home equity loans and credit card 
debt which, we fear, may suffer default rates much higher than in the past if the economy 
deteriorates. 


Below we update the table on intrinsic value and stock prices that we first presented three years 
ago. As you can see from the table, in 2002 we essentially made up for 2001 but the stock 
market could care less. Book value per share and investments per share are almost back to 
2000 year-end levels. The intrinsic value of our Canadian insurance companies and of 
OdysseyRe and Crum & Forster increased significantly in 2002, more than offsetting the 
decrease in TIG. 


INTRINSIC VALUE STOCK PRICE 


% Change in 
ROE Book Value* % Change in 


% per Share Stock Price 
1986 25.4 + 183 + 292 
1987 3S + 41 - 3 
1988 Ze? + 22 + 21 
1989 /A0).3) + 23 + 25 
1990 23.0 + 39 - 41 
1991 Zale + 24 + 93 
1992, Tesi soe ia + 18 
1993 20.3 + 48 + 145 
1994 iZp Al + 25 + 9 
1995 2051 + 22 + 46 
1996 21.4 + 63 + 196 
1997, 20.4 + 44 + 10 
1998 AAO AL + 47 + 69 
1999 4.3 + 26 =) 
2000 4.1 a) - 7 
2001 HES) - 12 - 28 
2002 12.8 + il — 26 

1985-2002 16.1% + 32% + 24% 


* First measure of intrinsic value, as discussed in our 1997 Annual Report 


As we review the long term results in the table above and reflect on the fact that (a) our 
common shareholders’ equity is now $3.4 billion vs $10 million when we began, and 
 (b) interest rates are at historical lows, we think it is time to reduce our target ROE to 15% — not 
in any one year but over the long term. We will view the 20% objective with much nostalgia 
because it has served us well over the past 17 years. We have made this change in our guiding 
principles, which we have again reproduced in Appendix B. 
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The table below shows the sources of our net earnings with Lindsey Morden equity accounted. 
This table, like various others below, sets out an analysis which we have consistently used and 
which we believe assists you to understand Fairfax, even though it may not follow GAAP: 
please see note (2) on page 51 in the MD&A. One of the objectives in our guiding principles is 
to provide complete disclosure annually to our shareholders, and we work hard to do this in a 
manner which best discloses the substance of our information, both good and bad. 


2002 2001 
(3 millions) 
Underwriting 
Insurance 
Canada 39:5 (119.5) 
UES: (65.5) (637.9) 
Reinsurance 20.3 (214.7) 
Underwriting income (loss) G7) (972.1) 
Interest and dividends 460.0 491.7 
Operating income (loss) 454.3 (480.4) 
Realized gains Moda PANES) 
Runoff (117.7) (27.4) 
TIG reserve strengthening and 
restructuring costs (414.2) = 
Claims adjusting (Fairfax portion) “4(110:5) Gr) 
Interest expense (125.0) G55-2) 
Other (88.8) (276.7) 
Taxes (234.6) 382.5 
Negative goodwill on TRG purchase 298.5 - 
Non-controlling interests (84.0) 1.6 
Net earnings (loss) 415:7 (346.0) 


The table shows you the results from our insurance and reinsurance (underwriting and 
investments), runoff and non-insurance operations. Runoff operations include the U.S. runoff 
group (the merged TIG and IIC) and the European runoff group (Sphere Drake, RiverStone (UK) 
and ORC Re). Claims adjusting shows you our share of Lindsey Morden’s after-tax income. 
Also shown separately are realized gains so that you can better understand our earnings from 
our operating companies. Also, please note the unaudited financial statements of our 
combined insurance and reinsurance operations and of Fairfax with Lindsey Morden equity 
accounted, shown on pages 118 to 121. 


Operating income (insurance underwriting and interest and dividends) swung dramatically 
from a loss of $480.4 million in 2001 to a profit of $454.3 million in 2002 as underwriting 
losses dropped dramatically from $972.1 million in 2001 to $5.7 million in 2002. Please note 
the ‘‘virtuous” part of the insurance cycle when underwriting income, investment income and 
realized gains are all additive. We have experienced this before. Interest and dividend income 
dropped 6% to $460.0 million in 2002, reflecting lower interest rates, large cash positions and 
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our strategy of not reaching for yield. Realized gains increased dramatically to $737.7 million 
in 2002 or 4.5% of the portfolio — not far above the average since 1985 of 3.8%. 


Runoff losses of $117.7 million were primarily due to TIG’s discontinued MGA-controlled 
program business which is included in the runoff group with retroactive effect from January 1, 
2002. On page 64 of the MDG&A, we have summarized the operating results of the runoff group. 
This analysis shows TRG generating operating income of $7.5 million, European runoff 
generating a small operating loss of $2.0 million and TIG’s MGA-controlled program business 
contributing operating losses of $123.2 million before reserve strengthening and restructuring 
costs. Our objective in the runoff group is to generate sufficient investment income from our 
portfolios to more than offset operating expenses and any additional claims costs. 


Other includes Swiss Re premium, corporate overhead, other costs including restructuring 
charges and, in 2001, Kingsmead losses and goodwill and negative goodwill amortization. The 
items applicable in 2002 are discussed in the MD&A on pages 64 and 65. 


Insurance and Reinsurance Operations 

Our insurance and reinsurance management teams delivered in 2002 (with the exception of 
TIG, as already discussed). We had an outstanding year on an underwriting basis as our 
Canadian companies and OdysseyRe produced underwriting profits and Crum & Forster was 
not far behind. While Crum & Forster’s combined ratio for 2002 was 103.3%, in the third and 
fourth quarters its combined ratio was 102.6% and 101.4%. All of our continuing operations 
are targeting combined ratios below 100% in 2003, and we are relentlessly focused on earning 
an underwriting profit at all of our insurance and reinsurance companies. 


Underwriting 

profit (loss) Combined ratio 
2002 2002 2001 
($ millions) (%) (%) 
Commonwealth Ps) 84.1 162.6 
Federated 4.2 94.0 102.8 
Lombard 8.6 98.6 i1},.83 
Markel 2)99) 96.3 99.4 
Total Canadian insurance 39.5 95.8 116.4 
Crum & Forster (36.9) 103.3 Jhssdil th 
TIG (35.4) 106.0 Se2, 
Falcon (OL, 99.8 eZ, 
Old Lyme Sy 92.9 N/A 
Total U.S. insurance (65.5) 103.6 125.3 
Reinsurance — OdysseyRe 20.3 99.1 115.4 
Total (5.7) 100.1 120.7 
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On pages 56 to 60 of the MD&A, we have provided more disclosure on each company’s 


operations so that you can see how each of them individually has done. I will not repeat that 


disclosure other than to make the following points: 


(a) 


(b) 


Canadian Insurance Operations 


What an outstanding performance by our Canadian management teams! Ron 
Schwab, President of Commonwealth, increased net premiums written by 95% to a 
record $344 million with a combined ratio of 84%. John Paisley, President of 
Federated, increased net premiums written by 15% to a record $88 million at a 
combined ratio of 94%. Byron Messier, President of Lombard, increased net written 
premiums by 26% to a record $691 million at a combined ratio of 98.6%. And Mark 
Ram, President of Markel, increased net premiums written by 69% to a record 
$127 million at a combined ratio of 96%. Without exception, combined ratios below 
100% and record net premiums written. We believe the industry is running at about 
106%. The momentum is with us as we continue to expand in 2003 at an 
underwriting profit. Our Canadian Presidents know that we can never again repeat 
the results of the 1999-2001 period. The outlook for higher pricing in Canada 
continues to be very attractive. 


U.S. Insurance Operations 


When Bruce Esselborn joined Crum & Forster in late 1999, he said he needed three 
years to fix the company. At the end of 2002, with a combined ratio of 103.3%, Bruce 
feels they have done it. It has taken a tremendous amount of hard work and 
determination. Crum & Forster today, in many ways, is a very different company 
than what Bruce inherited. The statistics below show the change. 


No. of Policies Premium/Policy 


(US$) 
1999 327/90 O92, 
2000 20,283 26,653 
2001 10,102 29/310 
2002 6,226 108,477 


The number of policies has decreased by 80% as premium per policy has gone up five 
times. This outstanding performance was generated by Bruce, Nick Antonopoulos 
and Mary Jane Robertson and their management teams, as well as by Doug Libby and 
his team at Seneca, with a 17.1% increase in net premiums written at a combined 
ratio of 95%, continuing that company’s exceptional results. 


Steve Brett’s Napa operations had a very good year with net premiums written up by 
180% at a combined ratio of 104%. Steve deserves our gratitude for recommending 
the TIG restructuring and not letting egos get in the way. The TIG continuing lines 
had a combined ratio of 106% in 2002 but, like all our operations, will have an 
underwriting profit focus going forward. 


U2 


(c) 


Kenneth Kwok, President of Falcon, had an excellent year in 2002 with a combined 
ratio of 99.8% on a very large increase in net premiums written (helped by the 
Winterthur (Asia) acquisition discussed in our 2001 Annual Report). 


Reinsurance Operations 


OdysseyRe was exceptionally well positioned for 2002 as it had cut back its business 
in the soft markets of the late 90s and had already taken its large reserve charges. 
Andy Barnard and his management team had an outstanding year with a combined 
ratio of 99.1% and net premiums written up 68%. OdysseyRe had gross premiums 
written of US$1.8 billion and net written premiums of US$1.6 billion all across the 
world. Combined with exceptional investment results, OdysseyRe earned 21% on 
shareholders’ equity in 2002. All of OdysseyRe’s major divisions had exceptional 
performance, as Mike Wacek led the Americas to a combined ratio of 99.2% and a 
58.3% increase in net written premiums, Lucien Pietropoli led Euro-Asia to a 
combined ratio of 99.8% with an 83.4% increase in net premiums written, and Brian 
Young led the London market operations to a combined ratio of 97.5% with an 
87.9% increase in net premiums written. For more details on OdyssyeRe, please 
review its annual report which is on its website (www.odysseyre.com). Congratulations 
and much gratitude to Andy Barnard and his team at OdysseyRe. 
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Last year, for the first time, we provided a table that shows you the float that Fairfax’s 


insurance and reinsurance operations generate and the cost of that float. We have updated that 


table for 2002. 


Year 


1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
Weighted average 


Underwriting 
profit (loss) 
($ millions) 
a 

IO 

0.4 
(1333) 
@255) 

See) 
(16.9) 

eel 
(16.9) 
(40.9) 
(50.6) 
(56.2) 
(311.4) 
(617.1) 
(698.8) 
(72a) 
(S.7) 


Fairfax weighted average financing differential: 


* Excludes runoff operations 


Average float* 


($ 


0.6% 


millions) 


29.8 
54.8 
72k 
80.8 


137.¥ 


180.7 
183.6 
320.4 
683.6 
913.2 

1,423.1 

2,683.5 

5,303.3 

8,545.7 

7,905.5 

6,898.8 

6,920.9 


Benefit 
(Cost) 


Average long 


of float 


11.6% 


1.8% 
0.5% 


(16.5%) 


(9.1%) 
2.9% 
(9.2%) 
0.6% 
(2.5%) 
(4.5%) 
(3.6%) 
(2.1%) 
(5.9%) 
(7.2%) 
(8.8%) 


(14.1%) 


(0.1%) 
(6.6%) 


term Canada 
treasury bond 


yield 


9.6% 
10.0% 
10.2% 

9.9% 
10.8% 

OF/L0 

8.8% 

7.8% 

8.7% 

8.3% 

7.6% 

6.5% 

5.5% 

5.7% 

5.9% 

5.8% 

5.7% 

6.0% 


The explanatory comments from last year apply again. 2002 is what makes the P&C industry 


an exciting one, as we basically maintained our float at essentially no cost, despite putting TIG 


into runoff. We believe we can have many more years like 2002. 


The table below shows you the breakdown of our year-end float for the past five years. 


Canadian 

Insurance 
1998 784.3 
1999 LOT 
2000 814.0 
2001 1,124.9 
2002 1,637.6 


U.S. 


Insurance Reinsurance 


4,171.3 
4,834.6 
3,417.2 
Saez 
2,946.4 


Sy LIS:3 
33802 
2,039.7 
2,028.9 
Pipe ys Nal | 


Total 


Insurance 


and 


Reinsurance 
($ millions) 
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8,151.4 
8,940.1 
6,870.9 
6,926.6 
6,915.1 


Runoff 


Pay SESS | 
1,443.9 
2,378.4 
2,140.6 


Total 


8,151.4 
10992 
8,314.8 
9,305.0 
9,055.7 


The Canadian insurance float increased by 46% in 2002 (at no cost), the U.S. insurance float 
decreased by 20% (at a cost of 2.6%) due to the removal of TIG’s discontinued business and the 
reinsurance float increased by 4% (at no cost). The runoff float decreased due to the payment of 
claims in the ordinary course. Taking these components together, total float decreased by 3% 
to $9.1 billion at the end of 2002. 


Reserving 


The ravages of the soft markets of the late 1990s continued in the P&C industry as company 
after company took reserve charges in 2002. We took our reserve charges early and did not 
expand our business in the late 1990s, so that except for the reserve strengthening on the TIG 
restructuring and some reserve development at OdysseyRe, our reserves held up well in 2002. 
As explained last year and again this year on page 69, we have had external actuaries (two sets 
of external actuaries in some cases) reviewing our reserves since we began in 1985, and 
PricewaterhouseCoopers LLP certifies our reserves (the report is on page 29). For additional 
commentary on our reserves, please review the Provision for Claims section which begins on 
page 69. 


Claims Adjusting 

As the table below shows, Lindsey Morden’s free cash flow (cash flow from operations less net 
capital expenditures, the unusual expenses mentioned below and the working capital cost of 
new branches) remained good (although down somewhat) in 2002 and its operating earnings 
improved significantly over 2001, but it suffered a loss before goodwill and taxes, principally 
because of $20.0 million of unusual expenses, consisting of restructuring costs for the 
U.S. operations ($5.8 million) and legal settlement costs ($14.2 million). 


2002 2001 

($ millions) 
Free cash flow 17.4 20.6 
Operating earnings 18.0 WI 
Loss before goodwill and taxes (S27) (0.8) 


-Four of the five operating units (Canada, U.K., Europe and International) continued to show 
strong operating results, with the U.K. leading the way with a 44.4% increase over the prior 
year (some of this increase is attributable to the weakening of the Canadian dollar against the 
British pound). The U.S. unit lost money in 2002 due to declining revenues in the third party 
claims administration business and costs associated with being required to service a major 
insurance carrier which was operating under regulatory rehabilitation. Karen Murphy and her 
team have worked diligently in meeting the challenges at Lindsey Morden. For a more detailed 
discussion of Lindsey Morden’s results, please review its annual report including its MD&A, 
which is on its website (www.lindseymordengroupinc.com). 
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Financial Position 

As mentioned in previous annual reports, we feel our unaudited balance sheet with Lindsey 
Morden equity accounted is the best way to understand our financial position. Below we show 
you our year-end financial position compared to the end of 2001. 


December 31, December 31, 


2002 2001 
($ millions) 

Cash and marketable securities S17 a7. 833.4 
Long term debt (including OdysseyRe debt) Pap PANs 2,205.8 
TRG purchase consideration payable 324.7 - 
RHINOS due February 2003 214.9 BN He 
Net debt ie2,2431 1,589.5 
Common shareholders’ equity 650 145 3,042.7 
Preferred securities 326.0 343.7 
OdysseyRe non-controlling interest 424.2 361.8 
Total equity 4,101.7 3,748.2 
Net debt/equity 55% 42% 
Net debt/total capital 35% 30% 


Given the due date of the RHINOS and our decision in 2003 to repay them (which we have 
now done), we have reclassified them as debt in both 2002 and 2001. The drop in cash and 
securities, together with the increase in TRG purchase debt, has resulted in an increase in our 
net debt/equity above 50% - a self-imposed limit. Our bank covenants are based on net 
debt/equity of 100% — so we have significant room in these ratios. In the MD&A on page 113, 
we explain the exact definition of the net debt/equity covenant in our banking agreements and 
the flexibility that we have. Having said all of this, it is a top priority to reduce our net 
debt/equity ratio significantly in 2003/2004 — profits, of course, will help! | 


In the MD&A, we discuss our cash requirements during 2003 in detail (beginning on page 111) 
and also provide a line-by-line description of all major assets and liabilities on our balance 
sheet (beginning on page 66). We feel confident that the resources available to us, including 
our cash and marketable securities, unused bank lines, dividend capacity and contractual cash 
receipts (such as management fees) are more than sufficient to pay our interest and overhead 
expenses in 2003 and to repay all obligations due in 2003, even if none of those obligations are 
rolled over or refinanced at maturity. Our experience in the past three years has underlined the 
importance of a strong balance sheet with significant cash always maintained in the holding 
company. In this, the virtuous part of the insurance cycle, we expect to rebuild our balance 
sheet (after the battering it has taken in the last few years) so that at year-end we have at least 
$500 million in cash in the holding company. 


Our financial position is definitely not as strong as it has been, but it continues to benefit from 
the following factors: 


1. We have no bank debt. Our long term debt consists of seven public debentures with 
terms to maturity (after the one due in December) of 4 to 35 years and low interest 
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rates (6.875% to 8.30%), two small debentures issued to vendors, OdysseyRe’s debt 
and certain debt assumed with the acquisition of TIG. All of the public debentures 
were issued under a single trust indenture containing no restrictive covenants, thus 
providing us with great flexibility. Late in 2002, we cancelled the swap from fixed 
interest rates into floating interest rates and are amortizing the gain of $94 million 
over the remaining life of the debentures. 


We have $740 million of unsecured, committed bank lines (of which $386 million 
has been used for letters of credit to support internal reinsurance) with excellent 
covenants. These bank lines reduce annually over the period to September 2006. We 
intend to discuss the renegotiation of these lines with our banks after releasing our 
annual report. Please see the details beginning on page 111 in the MD&A. 


Our net long term debt is approximately 5 times our net earnings in 2002 — higher 
than our objective of less than three times our normalized earnings base. Our 
earnings base continues to be well diversified among many insurance and 
reinsurance companies and geographically from Canadian, U.S. and international 
sources of income. 


Available cash flow at the Fairfax (holding company) level from dividends, 
management fees and interest income should cover our administrative and interest 
expenses and preferred dividends by one to two times. This is based on normal 
dividend payouts from our insurance companies, which are less than our maximum 
dividend-paying capacity. In 2002, we took substantially less than our normal 
dividend payouts. In 2003, our maximum dividend capacity is $670 million 
compared with $232 million in 2002. Note Fairfax’s combined holding company 
earnings statement on page 123. 


With more than $500 million in cash and marketable securities in the holding 
company at year-end, we could pay our administrative and interest expenses and 
preferred dividends at Fairfax, after the receipt of contractual management fees, with 
no dividends from any of our insurance or reinsurance companies, for three to four 
years — our management holding company survival ratio! 


As discussed on page 110 in the MD&A, with the exception of TIG all our companies 
are well capitalized with solvency margins in excess of mandated regulatory levels. 
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Investments 

Equity markets declined significantly in 2002 and in the three years ending in 2002, as shown 
in the table below, while long U.S. treasury yields also dropped significantly from 5.47% at 
year-end 2001 to 4.77% by year-end 2002. 


Cumulative % 


Change from 

2002 December 31, 1999 

% Change to December 31, 2002 

S&P 500 -23.3 —40.1 
NASDAQ -31.5 -67.2 
S&P/TSX -14.0 -21.4 
FTSE (London) -24.5 -43.1 
CAC (France) -33.8 —48.6 
DAX (Germany) 43.9 —58.4 
Fairfax (Equities) +25.0 +100.5 


As shown, the cumulative drop since December 31, 1999 has been significant. Not to crow, but 
we did say in our 1999 Annual Report: ““‘We do not believe in ‘“New Eras” and feel that most 
participants in today’s equity markets in the U.S. will suffer significant permanent loss. It is very 
likely that the high price for the S&P 500 and Dow Jones reached in this cycle (which may have 
already taken place) will not be seen again in the next ten years — not unlike the Nikkei Dow 
that peaked in 1989 at 39,000 and is still trading around 20,000 currently, ten years later.” 


Another danger that is looming over the horizon is the exponential increase in the use of 
derivatives. The total value of all unregulated derivatives is estimated to be US$128 trillion (not 
a typo) - roughly four times the underlying assets of the global economy. We have avoided 
companies that are highly exposed to derivatives. It is another catastrophe waiting to happen! 


Our equity return (realized gains and losses and the change in unrealized gains and losses, 
excluding dividends) was 25% in 2002 and a cumulative 101% for the three-year period ended 
December 31, 2002. We hope we can achieve these absolute returns in more hospitable 
markets! 


Our unrealized gains (losses) as of year-end are as follows: 


2002 2001 

($ millions) 
Bonds Ufey/ 38) (321.1) 
Preferred stocks (3.3) (0.4) 
Common stocks Spilete’ 399 
Strategic investments* (34.3) $4.1 
Real estate 5.8 4.4 


207.9 (223.1) 


*Hub, Zenith National and Advent 
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Given the battering the markets took in 2002, we were pleased to end the year with unrealized 
gains of $208 million after realizing gains of $738 million (including $32 million on the 
repurchase of some of our notes and the trust preferred securities of a subsidiary) and earning a 
total return on our average investments of 11% for the year. Please see the table on page 108 in 
the MD&A, which shows that in the past three years, 2000 to 2002, the total return (interest 
and dividend income, net realized gains and net change in unrealized gains) was 
approximately 12%, 7% and 11% respectively. Our substantial amount of cash and short term 
investments and the high quality of bonds in the portfolios allow us to take advantages of 
attractive investment opportunities. 


Our $738 million in realized gains in 2002 was the highest in our history but not much higher 
as a percent of investments than the 3.8% that we have realized on average over the past 
17 years. While many market participants don’t give us much credit for these realized gains 
because they are unpredictable, these gains increase capital in our insurance companies and 
increase book value per share. Over the past 17 years, net realized gains have increased 
shareholders’ capital by $2.3 billion before income taxes - we will always opt for a high but 
“irregular” return over a lower but “‘consistent’’ return. Please also note that our insurance 
companies in the United States, where we realized most of our gains, currently pay no income 
tax. The team at Hamblin Watsa had another outstanding year! 


In our 2001 Annual Report, we said the possibilities for realized gains continued to be: 


1. $5.5 billion invested in ‘‘put’”’ bonds. In 2002, we realized gains of $231 million by 
selling about half of our “put’’ bonds — quite often to the short date as short and 
intermediate rates (3-10 years) declined significantly. To reduce credit risk during 
these uncertain times, we reinvested the proceeds primarily in U.S. Treasury 
securities. In a number of cases, following the sale of the bonds, we elected to acquire 
the imbedded call option related to the long maturity date of these securities. In 
effect, this option gives us the ability to “call back” the underlying long bonds at par 
just prior to the original put dates. In total, we have acquired call options on 
approximately US$500 million par value of long term bonds at an average price of 
$2.15 per $100 of par value (a total cost of about US$11 million). The average life of 
the options is 2.75 years and the average term of the bonds to their final long 
maturity date is 26.1 years. In acquiring the options, we retained no credit exposure 
to the underlying corporate issuers. 


2. S&P 500 puts. In 2002, we realized $108 million in net gains from our S&P 500 puts 
and $45 million from puts on a basket of technology stocks and from other short 
positions. The S&P 500 puts are now closed out. Since inception, we have realized 
approximately $125 million in net gains from our various short positions, mainly 
from puts on the basket of technology stocks. 


3. Common stock investments. In 2002, we realized gross gains from common stocks of 
$257 million. After gross realized losses of $9 million, we realized net gains from 
common stocks of $248 million. Besides the net gains from our short positions 
described above, our common stock gains included $33 million in White Mountains 
Insurance Group (a 52% gain), $27 million in Bharat Petroleum (a 128% gain), $21 
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million in Hindustan Petroleum (a 53% gain), $9 million in Aon (a 44% gain) and 
$9 million in Leon’s Furniture (an 81% gain). We have almost $1.1 billion invested in 
common stock, on which we expect to make significant gains over the long term. 


Our bond/common stock mix has not changed much in the last few years. We have only 
approximately 7% of our investment portfolio in common shares (excluding Hub, Zenith and 
Advent), 17% in cash and short term securities and the rest in high quality bonds (currently 
approximately 67% of our bonds are U.S., Canadian and European government bonds and an 
additional 27% are investment grade corporate bonds). In our November 18, 2002 letter to you 
(included as Appendix A), we suggested to you that we have protected our investment portfolio 
in the last few years from a 1 in 50 year or 1 in 100 year stock market decline, not unlike the 
catastrophe protection we buy for our insurance operations. With stock markets in North 
America and Europe down about 50% from their highs, a major stock market decline has 
already taken place. However, as we said in the letter, we still see major risks in the broad 
indices and in the U.S. economy. The S&P 500 still sells at 28x earnings and 3.6x book value 
while the U.S. economy continues to be anemic in spite of record low short interest rates. 
Mr. Greenspan may have run out of ammunition! 


Our conclusion from that letter remains the same. ‘We think the risks that we have discussed 
in our annual reports (a run on mutual funds, bonds collateralized with consumer debt) and 
the more recent ones, including rising unfunded pension liabilities, continue to be very 
significant. Having said that, as long term value-oriented investors, these financial markets 
(where fundamental analysis is again very important) are markets in which we have 
historically excelled —- and we have more than $1,100 per share of investments to work with!” 


By country, our common stock investments at December 31, 2002 were as follows, not too 
different from December 31, 2001: 


Carrying Value Market Value 
($ millions) 


Canada PENT YP ERE! 
Japan 161.9 183.4 
WES: MING 247.9 
Other 471.8 470.7 
1,073.6 1,125.4 
Miscellaneous 


Please review page 122 which is an unaudited unconsolidated balance sheet showing you 
where your money is invested. Based on that statement, on which our subsidiaries are carried 
on the equity basis (as described on page 117), the carrying value of our subsidiaries as at 
December 31, 2002 is $667 million for our Canadian insurance companies, $1.477 billion for 
Crum & Forster, $1.209 billion for OdysseyRe (equivalent to US$15.94 per share for our 
48 million shares of OdysseyRe), and $1.389 billion for our runoff companies, including 
IIC/TIG. We think that these carrying values conservatively value our insurance, reinsurance 
and runoff companies. 
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We paid a modest $1.50 per share dividend for the reasons discussed in the 2000 annual report. 


We listed on the NYSE on December 18, 2002 as we suggested we might. We were warmly 
welcomed and on January 14, 2003, the NYSE reported that there were almost 2 million shares 
shorted! Soon after, there was a spate of negative articles and reports on Fairfax, including a 
report containing seriously misleading commentary on Fairfax’s reserves. 


We have always tried to give very full disclosure in our annual reports, and we expand that 
disclosure if we discover that there are areas where enhanced disclosure would be useful (this 
year, for instance, our MD&A includes significantly expanded disclosure on our ORC Re 
subsidiary and our asbestos and pollution reserves). Because we are always concerned for our 
long term investors, we have decided to have conference calls after our earnings releases. There 
will continue to be no earnings guidance — quarterly or annually — but we will be open to 
answering any questions that shareholders or others may have. Although we are very much 
against quarterly conference calls because of their short term focus and promotional nature, we 
were guided by the greater concern that our investors not suffer from misleading information. 
We also plan to continue to have an annual investor meeting in New York, likely in the fall. 


As in past annual reports, we have listed for you the risks in our business as simply as we could 
(this year beginning on page 114). They are many and very real. Your management team is 
constantly focusing on these risks and trying to minimize them. Similar to last year, I want to 
highlight the ones on reinsurance recoverables, the future income tax asset and ratings as well 
as claims reserves, including asbestos and pollution reserves. We have extensive disclosure and 
discussion on all of these risks in the MD&A, which we encourage you to review. Although 
there can be no guarantees that these risks will not hurt us — that’s why they’re risks —- you can 
be certain that we face them analytically and honestly and that we have some of the best 
people in the industry, including particularly the extensive TRG team under the leadership of 
Dennis Gibbs, working with us every day to minimize them. 


The strengths that we have at Fairfax are formidable and have not changed from the ones I 
listed for you in the 2001 annual report. Your management team has truly been tested in the 
last few years and has every intention to do well by you (as we did in spades in 2002), 
irrespective of circumstances. As discussed earlier in this letter, our businesses — our insurance, 
reinsurance and investment operations - are performing magnificently. While we may have 
answered many of your questions in the last two conference calls, we will very much look 
forward to seeing you at the annual meeting in Toronto at 9:30 a.m. on April 14, 2003 in 
Room 105 of the Metro Toronto Convention Centre. 


Winslow Bennett, one of the founding shareholders of Sixty Two (Fairfax’s controlling 
shareholder) and, with the exception of Robbert Hartog, our longest serving director, will be 
retiring this year. Winslow has supported us with much enthusiasm over the past 18 years and 
his wise counsel will be very much missed by all of us. We wish Winslow and Betsy the very 
best in all they do. Fortunately for us, Winslow will be replaced by another Bennett — his son 
Frank. Frank is an entrepreneur and as President of Artesian Management, a private equity 
investment firm which he founded in 1988, has contributed to the success of many companies. 


We welcome him warmly to our Board. 
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Due to possible conflicts arising from his position as Chairman and CEO of Arch Reinsurance, 
Paul Ingrey retired from our Board during the year, but we hope to welcome him back when he 
retires again. 


I want to again highlight our website for you (www.fairfax.ca) and remind you that all our 18 
annual reports are readily available there, as well as links to the informative websites of our 
various individual companies. Our press releases are immediately posted to our website. Our 
quarterly reports for 2003 will be posted to our website on the following days after the market 
close: first quarter —- May 2, second quarter — August 1 and third quarter —- October 31. Our 2003 
annual report will be posted on March 5, 2004. 


I would like to thank the Board and the management and employees of all our companies for 
the outstanding results achieved in 2002. We look forward to even better ones in 2003. 


March 3, 2003 
VP Wold 


V. Prem Watsa 
Chairman and 
Chief Executive Officer 
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Consolidated Financial Statements 


Consolidated Balance Sheets 
as at December 31, 2002 and 2001 


Assets 

@ashrand Shoretermeinvestinenitses ee sear 

Marketa ble:securities a. piaa toe ae ie rei ie eae 

ACCOUNTS tecelvab el an deo there ee eset ar eras ree eee 

Recoverable from reinsurers (including recoverables on paid 
losses $984.5; 2001 — $1 042.5) maqear serra ioe cee 


Portfolio investments 
Subsidiary cash and short term investments (market value — 
$2,694:3°22004 29225493) ele ar See eee eee 
Bonds (market value — $11,869.8; 2001 — $11,424.2) ............. 
Preferred stocks (market value — $249.7; 2001 — $126.4) .......... 
Common stocks (market value — $1,125.4; 2001 — $918.8) ........ 
Investments in Hub, Zenith National and Advent (market value — 
$525.45: 2001 =:$556:3) te canes ce orine eee Onna 
Real estate (market value — $38.2; 2001 — $82.7) ........... ae ae 


Total (market value — $16,502.8; 2001 — $15,362.7) .............. 


Deterreds premium acguisitOnsCOStS eer eta eere 
Future. Income: taxes: . Soccer oc ee een erie 
Premises.and equipments ccs, yeacdoot ae ne ees aaa eee 
Goodwill. 6:2 si chviciaya Pe eae ade jena coe ics eee ane es Cae ae eee 


See accompanying notes. 


Signed on behalf of the Board 


2002 


2001 


(Cdn$ millions) 


Director Director 


481.2 751.5 
36.5 81.9 
3,589.1 3,405.2 
11,992.9 12,802.1 
16,099.7 17,040.7 
2,694.3 2,254.3 
11,681.9 11,745.3 
253.0 126.8 
1,073.6 878.9 
559.7 502.2 
32.4 78.3 
16,294.9 15,585.8 
593.4 518.0 
1,544.0 1,718.8 
176.5 198.1 
292.8 274.5 
109.2 102.8 
35,110.5 35,438.7 
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Liabilities 

PinaseyeNMorden.Damk iNnGeDteGMmess -)iacen seco ec ced ks we dne ees 
AecOUntS Payable and accrued HabiUiMes 4... Gch es ewes eee es 
Fonds withheld payableto reimsurers 2.5.5 20. aes eee es Roles 


Pea PASIOM CL OLKCISININS Gon Ae nie teal he Sk Renee Wate ee Wagner a 
POs ACC MERITS Fanr.jae CN Varo oe ariptwlAd we kn Scns cts Bee 
en eentChinl GOL tees ety eran tan oe hes hte ast amy lnk Meloni atern 4 
PUDRCIMENSE: ColanielsinolOya! ORUAIOME: on yadooecdaocnceadoacocunsee quer. 
irustapreterred securities Of subsidiaries: cuiscccmecaddec cc eessur sss 


GH-COMIROUIIANG TMECLOSIS  Fahs. Sais easter cromtaless Ba wre anon’ Aidiaun clin ne ye 
Excess of net assets acquired over purchase price paid............. 


Contingencies and commitments 


Shareholders’ Equity 

COMMON: STOCK ies 2.5.0. 28 wre oie + ale raninie REE RS ee 
PEGREELCH StOCK Mat t.c/s a carvers Exe Eu ee eer ee SRN Mien 
Retained earninesy.s janis testes tic ebeim acne cae nae cee teens ete eee 
Gurrencystranslation accounts) nr... 4 nee See ee eee eee 


See accompanying notes. 


2002 


2001 


(Cdn$ millions) 


41.9 43.2 
2,019.4 1,841.7 
1,516.1 1,793.1 
3,577.4 3,678.0 

21,165.1  22,085.8 
3,300.4 2,645.9 
2,342.4 2,330.8 

324.7 = 
340.9 360.8 
D775 427-4033 
508.1 1,043.3 

= 51.4 
2,235.2 2,261.4 
200.0 200.0 
1,244.4 796.2 
(128.1) (14.9) 
3,551.5 3,242.7 
25, 110:5.— 35,4887 
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Consolidated Statements of Earnings 
for the years ended December 31, 2002, 2001 and 2000 


Revenue 


GTrOSS|PLEDMUMS WHITE re eee eee eee 
INE OVRSOUHOLAMG VMAANETS OL oc oncaasee won slbacnanadandnonc 


Net premiumsvearned caniac 5 2. 4.06 te aston some ee 
Iimbenes anGdeGivid GCS ape ee eee eee etree ee teen 
Realized: cainstonsinivestmMentS enemies erie eee 
Realized gain-en, Odyssey ReIPO’. wick ness eens 
CUSRING, TES eae fea oters ata cat oh bee ean ee 


Expenses 


LOSSES! ONECIAIINS Sewer arse ae eee ee One ee weer 
©peratin giexPenSeS emer ae eer ero serena erica 
COMMISSIONS Netanya ee ee ee ee 
Tpterest: expense ser. creractemtsn tens siattete cehene iohthe) eon 
Other. costs and restructuring charges =. 0 ace te ee 
SWISS Re" PremuiUims (aaa eco earner tek er ee 
Kingsmead lossesizermarrcins cen eer anon 
Negative goodwill. eee ee er eee nore ose ene 


Earnings (loss) from operations before income 


1: Dd oI, Coc ot See tarty Chenaer ea cle ee Ohavcua sc chchowan ott areee ears 


Earnings (loss) from operations before 


extraordinary, tens 46 es pee eee: 
Negative 200d WITT ea ec numomcia she hk aaseia trea et ay. or 


Net earnings (loss) before non-controlling 


INCELESES) KA eet he rs 


Net earnings (loss) per share before 
extraordinary item and after non-controlling 


INEEKESES RS ee ee ae 


See accompanying notes. 


2002 2001 2000 
(Cdn$ millions — except 
per share amounts) 


8,128.6 6,838.0 6,054.3 


G;95029 5,045.1 4,566.5 


6,110.1 4,806.7 4,610.7 


657.7 680.8 818.1 
UsTel 162.3 382.8 

- Sl = 
456.8 424.7 SHO 


726253 Gl Z587 6,188.5 


elle 4,062.8 3,771.4 
1,457.4 398.2 i PASSES: 


1,109.6 1,041.4 885.2 
136c7 168.6 179.6 
110.0 49.1 30.2 

4.2 143.6 167.2 
- PGE? 33.0 


= (78.6) . (108.7) 


Te S29 38 6,861.8 6,221.4 


432.5 (736.1) (62.9) 
2350/ (386.6) (186.3) 


196.8 (349.5) 153.4 
298.5 2 > 
495.3 (349.5) 153.4 
(79.6) as (16.0) 
415.7 (346.0) 137.4 


$ 7.89 $ (28.04) $ 9.41 
$ 28.78 $ (28.04) $ 9.41 
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Consolidated Statements of Retained Earnings 


for the years ended December 31, 2002, 2001 and 2000 


Retained earnings -— beginning of year 
Change in accounting for negative goodwill 


Retained earnings as restated - beginning of 


year 


Net earnings (loss) for the year.... 


Excess over stated value of shares purchased for 


cancellation 
Common share dividends 
Preferred share dividends 
(Dividend tax) recovery 


Retained earnings - end of year 


See accompanying notes. 


2002 2001 2000 
(Cdn$ millions) 
796.2 1,167.4 1,049.7 
51.4 _ — 
847.6 1,167.4 1,049.7 
415.7 (346.0) 137.4 
= - (6.3) 
(14.3) - - 
(13.0) (13.0) (13.4) 
8.4 G22) - 
1,244.4 796.2 


1,167.4 
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FAIRFAX FINANCIAL HOLDINGS LIMITED 


Consolidated Statements of Cash Flows 
for the years ended December 31, 2002, 2001 and 2000 


Operating activities 
Earnings (loss) before non-controlling interests 
PN ORLOLAVAZTO (OVO rbue 5 rion oly-s cn pes eae eic oe & toe kee 
FULUTe INCOME TAXES sees ee ate eee 
Negative soogdwill 2s 58-223 bates ae seein 
(CATING OVMMIOMES TINEANIS. 5 o accceangaedcuscsuacnouc 


Increase (decrease) in: 
Provision stOrcclalin Sere ae eer eee 
Unearmed® prenmiyins] ene aces nce eer ar 
INCSLOMAMS TACO LIONS Cr! OWNS? .cacuscovasceconc 
Recoverableatomereinsunetsesn reenter 
Funds withheld payable to reinsurers........... 
Accounts payable and accrued liabilities........ 
OUD sc: Scere cities wae ee Orlane ee ee Rae eee 


Cash provided by (used in) operating activities ... 


Investing activities 
Investments = purchases..5.9..4, 5 he eee 
SUSALOS? ote coke teucsrenan OPicte once eres 


Purchase Of Capital ass@ts cre. 6. nee 
Investments in Hub, Zenith National and 
AGVent ecru oe eles dee ten hate eee 
Purchase of subsidiaries, net of cash acquired ... 
INOMm=contollineuiniterestS= ener eee 
Proceeds on Odyssey Re LPOG ase ee 


Cash provided by investing activities............. 


Financing activities 
Subordinate, voting: shatess.y sees eee 
Trust preferred securities of subsidiary.......... 
Issue of OdysseyRe convertible debt............ 
Long teunrdebe— advan Cesare ey ee 
Long, term: debt =.repaynienttaiaes ec ene: 
Bank indebtediessic: acc. ents oe eee 
Conmimopisharesdivigends. 72. se ase seco sees 
Preferred: share aividemasicnr ti as eet 


Cash provided by (used in) financing activities ... 
Foreien currency translation ane 24. earn 


Increase (decrease) in cash resources........ 
Cash resources - beginning of year.......... 


Cash resources - end of year ................. 


See accompanying notes. 


2002 


495.3 

67.4 

180.4 
(298.5) 


(7377) 


(293.1) 


(773.9) 
653.1 
(213.0) 
708.0 
(258.6) 
192.5 
187.4 


202.4 


(8,413.6) 
8,639.7 
45.2 

(37.6) 


(45.7) 
(82.2) 
(10.9) 


94.9 


(26.2) 
(6.4) 
167.3 


(135.9) 
(1.3) 
(14.3) 


(13.0) 


(29.8) 


(97.8) 


169.7 
3,005.8 


SLT OES 


_2001 __ _ 2000 _ 
(Cdn$ millions) 
(349.5) 153.4 
70.4 42.2 
(384.8) (197.4) 
(78.6) (108.7) 
(CAISESY (382.8) 
(956.0) (493.3) 
661.3 (720.4) 
Sela @225) 
(330.5) (268.9) 
(1,026.6) (983.3) 
368.8 GEM) 
298.6 (155.6) 
(278.1) 98.9 
(911.4) (2,676.2) 
(1,802.3) (4,420.7) 
Paes a2 7,414.9 
13.3 4.2 
(66.2) (34.7) 
(92.6) (CUZ) 
40.3 (83.3) 
436.9 - 
1,040.6 2,862.7 
248.5 (59.7) 
(54.1) - 
PENS, - 
(11.6) (166.3) 
0.9 (153) 
(13.0) (13.4) 
402.6 (240.7) 
68.3 - 
600.1 (54.2) 
2,405.7 2,459.9 
3,005.8 2,405.7 


Cash resources consist of cash and short term investments, including subsidiary cash and short term 


investments. Short term investments are readily convertible into cash and have maturities of three 


months or less. 
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Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheets of Fairfax Financial Holdings Limited as at 
December 31, 2002 and 2001 and the consolidated statements of earnings, retained earnings and 
cash flows for each of the years in the three year period ended December 31, 2002. These financial 
statements are the responsibility of the company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the company as at December 31, 2002 and 2001 and the results of its operations 
and its cash flows for each of the years in the three year period ended December 31, 2002 in 
accordance with Canadian generally accepted accounting principles. 


Derabtirbeuaorpew LLP 


PricewaterhouseCoopers LLP 
Chartered Accountants 
Toronto, Canada 

February 10, 2003 


Comment by Auditors for U.S. Readers on Canada-U.S. Reporting Difference 

In the United States, reporting standards for auditors require the addition of an explanatory 
paragraph (following the opinion paragraph) when there is a change in accounting principles that 
has a material effect on the comparability of the company’s financial statements, such as the 
changes described in note 2 to the financial statements relating to goodwill. Our report to the 
shareholders dated February 10, 2003 is expressed in accordance with Canadian reporting standards 
which do not require a reference to such a change in accounting principles in the auditors’ report 
when the change is properly accounted for and adequately disclosed in the financial statements. 


Drrerantinbruaorpew LLA 


PricewaterhouseCoopers LLP 
Chartered Accountants 
Toronto, Canada 

February 10, 2003 


Valuation Actuary’s Report 

I have reviewed management’s valuation, including management’s selection of appropriate 
assumptions and methods, of the policy liabilities of the subsidiary insurance and reinsurance 
companies of Fairfax Financial Holdings Limited in its consolidated balance sheet as at December 31, 
2002 and their change as reflected in its consolidated statement of earnings for the year then ended, 
in accordance with Canadian accepted actuarial practice. 

In my opinion, management’s valuation is appropriate, except as noted in the following paragraph, 
and the consolidated financial statements fairly present its results. 

Under Canadian accepted actuarial practice, the valuation of policy liabilities reflects the time value 
of money. Management has chosen not to reflect the time value of money in its valuation of the 
policy liabilities. 


Richard Gauthier, FCIA, FCAS 
PricewaterhouseCoopers LLP 
Toronto, Canada 

February 10, 2003 
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FAIRFAX FINANCIAL HOLDINGS LIMITED 


Notes to Consolidated Financial Statements 
for the years ended December 31, 2002, 2001 and 2000 
(in Cdn§ millions except per share amounts and as otherwise indicated) 


1. Business Operations 

The company is a financial services holding company which, through its subsidiaries, is 
principally engaged in property and casualty insurance conducted on a direct and reinsurance 
basis, investment management and insurance claims management. 


Ze Summary of Significant Accounting Policies 

The preparation of financial statements in accordance with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect 
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities as 
at the date of the financial statements and the reported amounts of revenue and expenses 
during the periods covered by the financial statements. The principal financial statement 
components subject to measurement uncertainty include the provision for claims (note 4), 
other-than-temporary declines in the value of investments (note 3), the allowance for 
unrecoverable reinsurance (note 8), the carrying value of future tax assets (note 9) and the 
valuation of goodwill (note 2). Actual results could differ from those estimates. 


Principles of consolidation 
The consolidated financial statements include the accounts of the company and all of its 
subsidiaries: 


Canadian Insurance Reinsurance group 


Commonwealth Insurance Company Odyssey Re Holdings Corp. (OdysseyRe) 


Federated Insurance Holdings of Canada Ltd. 
Runoff 


ORC Re Limited 
RiverStone Insurance (UK) Limited 


Lombard General Insurance Company 
of Canada 


Markel I 
peers pene oe tel CES CET Sphere Drake Insurance Limited 


(Sphere Drake) 
TIG Specialty Insurance Company (TIG) 
Crum & Forster Holdings, Inc. (C&F) Wentworth Insurance Company Ltd. 
Falcon Insurance Company Limited 


CRC (Bermuda) Reinsurance Limited 


U.S. Insurance 


Old Lyme Insurance Company of 
Rhode Island, Inc. 
Ranger Insurance Company 


Other 


Hamblin Watsa Investment Counsel Ltd. (investment management) 
Lindsey Morden Group Inc. (Lindsey Morden) (insurance claims management) 
RiverStone Management Limited (runoff claims management) 


All subsidiaries are wholly-owned except for OdysseyRe Holdings with a voting and equity 
interest of 73.8% (2001 - 73.7%), and Lindsey Morden with a 75.0% equity and 89.5% voting 
interest (2001 — 66.5% and 85.9%). The company has investments in Hub International 
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Limited with a 28.7% (2001 - 36.8%) equity interest and Advent Capital (Holdings) PLC with a 
46.8% interest, which are accounted for on the equity basis. The company also has an 
investment in Zenith National Insurance Corp. (“Zenith”) with a 42.0% (2001 - 42.0%) equity 
interest which is accounted for on the cost basis, as the company does not currently have the 
ability to exercise significant influence over Zenith. In 1999, at the time of the company’s 
initial investment in Zenith, it entered into a Standstill Agreement with Zenith whereby the 
company would have no Board representation and is precluded from, directly or indirectly, 
acting, alone or with others, to seek to acquire or affect control or influence the management, 
Board of Directors or policies of Zenith. This agreement will remain in effect until the earlier of 
October 25, 2004 and the date on which the current President and Chairman of Zenith no 
longer holds those positions. Further, Fairfax entered into a Proxy Agreement dated March 28, 
2002, giving an independent trustee the proxy to vote the company’s shares of Zenith in the 
same proportion as the votes cast by all other voting shareholders of Zenith (except in the 
event of a hostile proxy contest, when the trustee will vote as recommended by the 
management of Zenith). 


Acquisitions are accounted for by the purchase method, whereby the results of acquired 
companies are included only from the date of acquisition. Divestitures are included up to the 
date of disposal. 


Premiums 
Insurance and reinsurance premiums are taken into income evenly throughout the terms of 
the related policies. 


Deferred premium acquisition costs 

Certain costs, consisting of brokers’ commissions and premium taxes, of acquiring insurance 
premiums are deferred, to the extent that they are considered recoverable, and charged to 
income as the premiums are earned. The ultimate recoverability of deferred premium 
acquisition costs is determined without regard to investment income. 


Investments 

Bonds are carried at amortized cost providing for the amortization of the discount or premium 
on a yield to maturity basis. Preferred and common stocks are carried at cost. Real estate is 
carried at cost. When there has been a loss in value of an investment that is other than 
temporary, the investment is written down to its estimated net realizable value. Such 
writedowns are reflected in realized gains (losses) on investments. At December 31, 2002, the 
aggregate provision for losses on investments was $31.2 (2001 — $37.4). 


The company purchases foreign currency forward contracts to hedge its foreign equity 
portfolio. At December 31, 2002, the company held Yen 10.2 billion (2001 — Yen 11.6 billion) 
of such contracts, maturing in 2003. Once the securities are sold, the contracts are closed out 
and any gain or loss is then included in realized gains (losses) on investments. Gains or losses 
on contracts in excess of hedging requirements are recorded in earnings as they arise. 
Subsequent to year-end, 2.5 billion in Yen contracts were closed out at a gain of $1.2. 
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Provision for claims 

Claim provisions are established by the case method as claims are reported. For reinsurance, 
the provision for claims is based on reports and individual case estimates received from ceding 
companies. The estimates are regularly reviewed and updated as additional information on the 
estimated claims becomes known and any resulting adjustments are included in earnings. A 
provision is also made for management’s calculation of factors affecting the future 
development of claims including claims incurred but not reported (IBNR) based on the volume 
of business currently in force and the historical experience on claims. 


Translation of foreign currencies 

Assets and liabilities in foreign currencies are translated into Canadian dollars at year-end 
exchange rates. Revenues and expenses are translated at the exchange rates in effect at the date 
incurred. Realized gains and losses on foreign exchange transactions are recognized in the 
statements of earnings. 


The operations of the company’s subsidiaries (principally in the United States and the United 
Kingdom) are self-sustaining. As a result, the assets and liabilities of these subsidiaries are 
translated at the year-end rates of exchange. Revenue and expenses are translated at the 
average rate of exchange for the year. The company enters into foreign currency contracts from 
time to time to hedge the foreign currency exposure related to its net investments in self- 
sustaining foreign operations. Such contracts are translated at the year-end rates of exchange. 


At December 31, 2002, the company had foreign currency contracts hedging its self-sustaining 
subsidiaries, maturing as follows: 


Notional Value 


(US$) 
2003 320 
2004 130 
2006 200 
2007 330 
2008 Te) 


2,060 


Certain of the contracts due in 2008 have an early termination option which reduces the term 
from ten years to five years. If exercised, an additional US$75 in notional value would mature 
in 2003. Subsequent to year-end US$650 of the contracts maturing in 2003 have been closed 
out by the company at a cost of $3.4. 


Goodwill 

Prior to January 1, 2002, the excess of purchase cost over the fair value of the net assets of 
acquired businesses was amortized on the straight line basis over their estimated useful lives 
which ranged from ten years for Hamblin Watsa Investment Counsel Ltd. and insurance 
company acquisitions to forty years for Lindsey Morden Group Inc. 


In addition, the excess of the fair value of net assets acquired over the purchase price paid 
(negative goodwill) for acquired businesses was amortized to earnings over periods of three to 
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six years. Prior to the fourth quarter of 2000, all negative goodwill was amortized to earnings 
on a straight line basis over ten years. In 2000, the company carried out a comprehensive 
review of the remaining useful life of the negative goodwill for each acquisition which resulted 
in a change in the various amortization periods. This change in estimate was applied on a 
prospective basis effective at the beginning of the fourth quarter of 2000, resulting in an 
increase in negative goodwill amortization of $79.2 for the year ended December 31, 2000. 


Effective January 1, 2002, in accordance with changes to Canadian generally accepted 
accounting principles (GAAP), goodwill is no longer being amortized to earnings over its 
estimated useful life. The carrying value of goodwill will be charged to earnings if and to the 
extent that it is determined that an impairment in value exists. The company assesses the 
carrying value of goodwill based on the underlying discounted cash flows and operating results 
of its subsidiaries. Management has compared the carrying value of goodwill balances as at 
December 31, 2002 and the estimated fair values of the underlying operations and concluded 
that there was no impairment in the value of goodwill. The estimated fair values are sensitive 
to the cash flow projections and discount rates used in the valuation. 


In addition, effective January 1, 2002, the excess of the fair value of net assets acquired over the 
purchase price paid for acquired businesses (negative goodwill) is no longer amortized to 
earnings. Consequently, effective January 1, 2002, the company’s negative goodwill balance of 
$51.4 was added to shareholders’ equity as an adjustment to opening retained earnings. 
Negative goodwill arising on the acquisition during the year is recognized as an extraordinary 
item. 


Had the above-mentioned changes in accounting policy been adopted retroactively, their 
impact on the prior periods would have been as follows: 


(a) negative goodwill amortization would have reduced net earnings by $78.6 and 
$108.7 for the years ended December 31, 2001 and 2000 respectively; and 


(b) goodwill amortization would have increased net earnings by $16.2 and $11.7 for the 
years ended December 31, 2001 and 2000 respectively. 


These changes would have resulted in a reduction of net earnings of $62.4 and $97.0 and in a 

‘reduction of previously reported earnings per share and earnings per share before 
extraordinary item and after non-controlling interests of $4.71 and $7.36, resulting in adjusted 
earnings (loss) per share and adjusted earnings per share before extraordinary item and after 
non-controlling interests of $(32.75) and $2.05 for the years ended December 31, 2001 and 
2000 respectively. The net impact on shareholders’ equity at December 31, 2002 after these 
changes in accounting policies was an increase of $51.4, as described above. 


Reinsurance 

The company reflects third party reinsurance balances on the balance sheet on a gross basis to 
indicate the extent of credit risk related to third party reinsurance and its obligations to 
policyholders and on a net basis in the statement of earnings to indicate the results of its 


retention of premiums written. 
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Income taxes 

Income taxes reflect the expected future tax consequences of temporary differences between 
the carrying amounts of assets and liabilities and their tax bases based on tax rates which are 
expected to be in effect when the asset or liability is settled. 


3. Investment Information ~ 
Portfolio investments comprise: 


2002 2001 
Carrying Estimated Carrying Estimated 
Value Fair Value Value Fair Value 
Subsidiary cash and short term 
investments 2,694.3 2,694.3 2,254.3 2,254.3 
Bonds 
Canadian — government 708.6 fhe COE 723.0 {3os8 
— corporate 509.8 SASS) 395.2 388.4 
U.S. - government 6,629.1 6,602.9 4,527.3 4,369.1 
— corporate 3,282.4 3,440.8 4,635.6 4,482.7 
Other — government 534.2 oy4Sielf 1,419.0 1,399.2 
— corporate 17.8 25.8 45.2 45.5 
Preferred stocks 
Canadian 204.9 205.1 126.8 126.4 
WSs: 48.1 44.6 - - 
Common stocks 
Canadian PA Mepe 223.4 SS 733% 
Wes: bed 247.9 134.8 204.9 
Other 633.7 654.1 568.6 $40.2 
Hub, Zenith National and 
Advent O97 525.4 502.2 556.3 
Real estate 32.4 38.2 78.3 82.7 


16,294.9 16,502.8 15,585.8 15,362.7 


The estimated fair values of debt securities and preferred and common stocks are based on 
quoted market values. 


As at December 31, 2002, the net unrealized gains were comprised of gross unrealized gains of 
$453.9 and gross unrealized losses of $246.0 (2001 - $324.8 and $547.9) respectively. 
Management has reviewed currently available information regarding those investments whose 
estimated fair value is less than carrying value at December 31, 2002 and has determined that 
the carrying values are expected to be recovered. Debt securities whose carrying value exceeds 
market value can be held until maturity. Preferred and common stock investments have been 
reviewed to ensure that corporate performance expectations have not changed significantly to 
adversely affect the market value of these securities other than on a temporary basis. 


The company’s subsidiaries have pledged cash and investments of $3.8 billion as security for 
their own obligations to pay claims or make premium payments (these pledges are either 


34 


direct or to support letters of credit). These pledges are in the normal course of business and are 


generally released when the payment obligation is fulfilled. 


Liquidity and Interest Rate Risk 


Maturity profile as at December 31, 2002 and 2001: 


Within 1 1to5 

Year Years 

Bonds (carrying value) $) 782.7 $3,165.8 
Effective interest rate 

Within 1 1to5 

Year Years 

Bonds (carrying value) SS SstOril $4,247.7 


Effective interest rate 


Bonds are classified at the earliest of the available maturity dates. 


Investment Income 


Interest and dividends: 
Cash and short term investments 
Bonds 
Preferred stocks 
Common stocks 


Expenses 


Realized gains on investments: 
Bonds 
Preferred stocks 
Common stocks 
Repurchase of notes and trust preferred securities 
OdysseyRe IPO 
Other 
Provision for losses and writedowns 


Net investment income 


4. Provision for Claims 


6 to 10 Over 10 2002 
Years Years Total 
$1,693.9 $6,039.5 $11,681.9 
5.5% 

6to10 Over 10 2001 
Years Years Total 
$4,500.2 $2,467.3 $11,745.3 
5.7% 

2002 2001 2000 

56.6 Soul 109.5 

545.8 540.6 655.6 

6.6 3.6 4.7 

59.9 59.8 54.2 

668.9 689.1 824.0 
(EZ) (8.3) (5.9) 

657.7 680.8 818.1 

507.3 28.4 DoRS 

12.0 0.6 (0.2) 

248.3 W726 403.0 

Sule, ~ - 

- Sale? - 

(8.6) (1.9) (20.9) 

(53.0) (37.4) (21.4) 

WOU sH ZAlors 382.8 
1,395.4 894.3 1,200.9 


The provisions for unpaid claims and adjustment expenses and for the third party reinsurers’ 
share thereof are estimates subject to variability, and the variability could be material in the 
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near term. The variability arises because all events affecting the ultimate settlement of claims 
have not taken place and may not take place for some time. Variability can be caused by receipt 
of additional claim information, changes in judicial interpretation of contracts or liability or 
significant changes in severity or frequency of claims from historical trends. The estimates are 
principally based on the company’s historical experience. Methods of estimation have been 
used which the company believes produce reasonable results given current information. 


Changes in claim liabilities recorded on the balance sheet for the years ended December 31, 
2002 and 2001 and their impact on unpaid claims and adjustment expenses for these two years 
are as shown in the following table: 


2002 2001 

Unpaid claim liabilities — beginning of year — net 10,705.4 11,154.8 
Foreign exchange effect of change in claim liabilities (90.6) 690.8 
Increase in estimated losses and expenses for losses occurring in 

prior years 528.9 494.7 
Recovery under Swiss Re cover (8.1) (325.4) 
Provision for losses and expenses on claims occurring in the 

current year 4,112.4 3991S 
Paid on claims occurring during: 

the current year (1,082.7) (1,072.4) 

prior years (By517/20) (4,254.6) 
Unpaid claim liabilities at December 31 of: 

Winterthur (Asia) - PAS 

First Capital 16.2 - 

Old Lyme 64.0 - 
Unpaid claim liabilities - end of year — net 10,928.5 10,705.4 
Unpaid claim liabilities at December 31 of Federated Life 28.9 29.4 
Unpaid claim liabilities - end of year — net 10,957.4 10,734.8 
Reinsurance gross-up 10,207.7 1535h.0 
Unpaid claim liabilities - end of year — gross Pail bl Worse | 22,085.8 


The foreign exchange effect of change in claim liabilities results from the fluctuation of the 
value of the Canadian dollar in relation to the U.S. dollar and European currencies. 


The basic assumptions made in establishing actuarial liabilities are best estimates of possible 
outcomes. The company presents its claims on an undiscounted basis. 


The company’s provision for asbestos, pollution and other hazards claims is set out under 
“Fairfax Total’ in the table on page 82 of the MD&A. 


As part of its acquisition strategy, the company generally obtains vendor indemnifications 
from adverse development in the acquired company’s claims reserves and unrecoverable 
reinsurance. A summary of these indemnifications is set out in the table on page 102 of the 
MD&A. 
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5. Long Term Debt 


The long term debt at December 31 consists of the following balances: 


2002 2001 
Fairfax unsecured senior notes of US$100 at 7.75% due 
December 15, 2003 158.0 159.6 
Fairfax unsecured senior note at 7.75% due December 15, 2003 BSA) P2SA0) 
Fairfax unsecured senior notes of US$275 at 7°/s% due 
March 15, 2006) 434.4 439.0 
Fairfax €45.7 (FF300) unsecured debt at 2!/2% due February 27, 2007 
(effectively a €30.5 (FF200) debt at 8%) 62.6 S29) 
Fairfax unsecured senior notes of US$170 at 6.875% due 
April 15, 2008?) 268.6 279.4 
Fairfax unsecured senior notes of US$100 at 8.25% due 
October 1, 2015” 158.0 159.6 
Fairfax unsecured senior notes of US$190.2 at 7.375% due 
April 15, 20189”) 300.4 3592 
Fairfax unsecured senior notes of US$102.6 at 8.30% due 
April 15, 2026? 162.0 199.5 
Fairfax unsecured senior notes of US$105.5 at 7.75% due 
July 15, 20370 166.7 199.5 
TIG senior unsecured non-callable notes of US$100 at 8.125% due 
April 15, 2005 S75 158.6 
Other long term debt of TIG 12.0 22.6 
OdysseyRe senior unsecured non-callable notes of US$90 at 7.49% 
due November 30, 2006 142.2 159.6 
OdysseyRe convertible senior debentures of US$110 at 4.375% due 
June 22, 2022 173.8 = 
Other long term debt of OdysseyRe - HSM) 
Lindsey Morden unsecured Series B debentures at 7% due 
- June 16, 2008 125.0 125.0 
Other long term debt of Lindsey Morden 4.4 8.2 
2,350.6 2,427.5 
Less: Lindsey Morden debentures held by Fairfax (8.2) (8.2) 
Fairfax notes held by subsidiaries - (88.5) 


2,342.4 2,330.8 


(1) During 1998, the company swapped US$125 of its debt at 7.375% due April 15, 2018 for 
Japanese yen denominated debt of the same maturity, with fixed interest at 3.48% per annum. 
Effective January 1, 2002, in accordance with changes to Canadian generally accepted accounting 
principles, foreign exchange gains and losses on long term debt are recognized immediately in 
earnings. As at December 31, 2002 and 2001, the unrealized loss from the foreign exchange 
component of the yen debt swap was $13.5 and $1.6 respectively. Previously, these amounts 
would have been amortized to earnings over the term to maturity. 
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(2) During 2002, the company closed out the swaps for this debt and deferred the resulting gain of 
approximately $93.8 (2001 — $25.0) which will be amortized to earnings over the remaining term 
to maturity. 

(3) During 2002, the company purchased for cancellation $40.2 (US$25.6) of its notes at a cost of 
$21.0 (US$13.4). In addition, the company also purchased for cancellation the $88.5 of its notes 
held by its subsidiaries. 

(4) Redeemable at OdysseyRe’s option beginning June 22, 2005. Each holder may, at its option, 
require OdysseyRe to repurchase all or a portion of this debt (for cash or OdysseyRe shares, at 
OdysseyRe’s option) on June 22, 2005, 2007, 2009, 2012 and 2017. Convertible at the holder’s 
option, under certain circumstances, into OdysseyRe common shares in the ratio of 46.9925 
OdysseyRe shares for every $1,000 principal amount of this debt. 


Interest expense on long term debt amounted to $134.0 (2001 -— $164.3; 2000 - $174.1). 
Interest expense on Lindsey Morden’s bank indebtedness amounted to $2.7 (2001 - $4.3; 
2000 — $5.5). 


Principal repayments are due as follows: 


2003 196.2 

2004 OF, 

2005 Soule 

2006 579.6 

2007 62.6 

Thereafter Ane 
6. Trust Preferred Securities of Subsidiaries 


TIG Holdings has issued $197.5 (US$125) of 8.597% junior subordinated debentures to TIG 
Capital Trust (a statutory business trust subsidiary of TIG Holdings) which, in turn, issued 
US$125 of 8.597% mandatory redeemable capital securities, maturing in 2027. During 2002, 
the company acquired $16.1 (US$10.2) of these trust preferred. securities for approximately 
$6.5 (US$4.1) (2001 - US$35 and US$24.5). 


Fairfax RHINOS Trust (a statutory business trust subsidiary of Fairfax Inc.) has issued $214.9 
(US$136) of Redeemable Hybrid Income Overnight Shares (RHINOS) (136,000 trust preferred 
securities) with a distribution rate of LIBOR plus 150 basis points maturing February 24, 2003. 


7. Capital Stock 


Authorized capital 

The authorized share capital of the company consists of an unlimited number of preferred 
shares issuable in series, an unlimited number of multiple voting shares carrying ten votes per 
share and an unlimited number of subordinate voting shares carrying one vote per share. 
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Issued capital 


2002 2001 2000 
number number number 
Multiple voting shares 1,548,000 5.0 1,548,000 5.0 1,548,000 5.0 


Subordinate voting shares DS SIM ONS a2 2492 O02, 118 2 27514 12 So2 nS) 2,026.9 


14,939,918 2,254.2 15,150,118 2,280.4 13,900,118 2,031.9 
Interest in shares held 
through ownership 
interest in shareholder (799,230) (19.0) (799,230) (19.0) (799,230) (19.0) 


Net shares effectively 
outstanding 14,140,688 2,235.2 14,350,888 2,261.4 13,100,888 2,012.9 


Fixed/floating cumulative 

redeemable preferred 

shares, Series A, with a 

fixed dividend of 6.5% per 

annum until November 30, 

2004 and stated capital of 

$25 per share 8,000,000 200.0 8,000,000 200.0 8,000,000 200.0 
During 2002, under the terms of normal course issuer bids approved by the Toronto Stock 
Exchange, the company purchased and cancelled 210,200 subordinate voting shares for an 
aggregate cost of $26.2. 


On November 20, 2001, the company issued 1,250,000 subordinate voting shares at $200 per 
share for net proceeds of $248.5. 


In 2000, the company purchased and cancelled 325,309 subordinate voting shares for an 
aggregate cost of $59.7, of which $6.3 was charged to retained earnings. 


8. Reinsurance 

The company follows the policy of underwriting and reinsuring contracts of insurance and 
reinsurance which, depending on the type of contract, generally limits the liability of the 

individual insurance and reinsurance subsidiaries to a maximum amount on any one loss of 

$8.0. Reinsurance is generally placed on an excess of loss basis in several layers. The company’s 

reinsurance does not, however, relieve the company of its primary obligation to the 


policyholders. 


The company has guidelines and a review process in place to assess the creditworthiness of the 


companies to which it cedes. 


The company makes specific provisions against reinsurance recoverable from companies 
considered to be in financial difficulty. In addition, the company records a general allowance 
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based upon analysis of historical recoveries, the level of allowance already in place and 
management’s judgment. The allocation of the allowance for loss is as follows: 


2002 2001 
Specific ; VSL | 816.9 
General 240.9 ZAQEZ 
Total 97 U2 1,036.1 


A summary of the company’s reinsurance recoverable by A.M. Best rating of the responsible 
reinsurers and outstanding balance at December 31, 2002 is set out in the table on page 100 of 
the MD&A. 


During the year, the company ceded premiums earned of $1,419.2 (2001 — $1,908.7; 2000 — 
$1,427.1) and claims incurred of $1,298.3 (2001 — $3,591.6; 2000 — $2,540.6). 


2). Income Taxes 
The company’s provision for (recovery of) income taxes is as follows: 


2002 2001 2000 
Current 59.3 (1.8) Wil 
Future 180.4 (384.8) (197.4) 


Zoomed (386.6) (186.3) 


The provision for income taxes differs from the statutory tax rate as certain sources of income 
are exempt from tax or are taxed at other than the statutory rate. A reconciliation of income 
tax calculated at the statutory tax rate with the income tax provision at the effective tax rate in 
the financial statements is summarized in the following table: 


2002 2001 2000 
Provision for (recovery of) income taxes at 
statutory income tax rate 167.0 (309.2) (14.5) 
Non-taxable investment income (16.5) (56.4) (13.7) 
Income earned outside Canada (109.9) ATe2 (149.8) 
Negative goodwill amortization - (33.0) (49.5) 
Change in tax rate for future income taxes (12.6) 1.4 Hes) 
Unrecorded tax benefit of losses and 
utilization of prior years’ losses DWH (0.6) 33.5 
Provision for (recovery of) income taxes Zoe (386.6) (186.3) 
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Future income taxes of the company are as follows: 


2002 2001 
Operating and capital losses 1,032.9 1,182.4 
Claims discount 379.4 394.8 
Unearned premium reserve 126.1 120-9 
Deferred premium acquisition cost (141.2) (131.0) 
Investments 12.8 (9.1) 
Allowance for doubtful accounts 40.7 Sop 
Other : ARS 164.4 
Valuation allowance (28.2) (58.7) 
Future income taxes 1,544.0 1,718.8 


Management reviews the valuation of the future income taxes on an ongoing basis and adjusts 
the valuation allowance, as necessary, to reflect its anticipated realization. Management 
expects that these future income taxes will be realized in the normal course of operations. 
However, to more quickly use its future income tax asset, the company determined that it 
would be in its best interests to increase its 73.8% interest in OdysseyRe to in excess of 80%, so 
that OdysseyRe’s results will be included in Fairfax’s U.S. consolidated tax group. The company 
has entered into a private agreement to purchase 4,300,000 outstanding common shares of 
OdysseyRe at the market price at closing, which is scheduled for March 3, 2003. As 
consideration, the company is issuing a 7-year 3.15% debenture exchangeable for two years 
into the number of OdysseyRe shares being purchased. 


10. Statutory Requirements 

The company’s insurance and reinsurance subsidiaries are subject to certain requirements and 
restrictions under their respective insurance company Acts including minimum capital 
requirements and dividend restrictions. 


The company can receive up to $670.1 in 2003 as dividends from insurance and reinsurance 
subsidiaries without obtaining the prior approval of insurance regulators. 


- At December 31, 2002, statutory surplus, determined in accordance with the various insurance 
regulations, amounted to $2.0 billion (2001 - $3.4 billion) for the insurance subsidiaries, 
$1.6 billion (2001 — $1.4 billion) for the reinsurance subsidiaries and $2.5 billion (2001 - 
$1.1 billion) for the runoff subsidiaries. $1.0 billion (2001 — $1.0 billion) of OdysseyRe’s 
statutory surplus is also included in TIG’s statutory surplus (which is included in the runoff 
subsidiaries in 2002 and in the insurance subsidiaries in 2001). 


11. Contingencies and Commitments 

In 2000, the legal proceedings commenced by Sphere Drake in 1999 against a group of agents 
and intermediaries whom it alleged fraudulently obtained and utilized a binding authority to 
write reinsurance contracts which expose Sphere Drake to significantly under-priced 
U.S. workers’ compensation business, which was filed in New York, was dismissed as to most 
defendants primarily on the ground that London, England was a more convenient forum in 
which the dispute should be resolved. Sphere Drake subsequently commenced proceedings in 
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London, England against its agent and the agent of the cedants, alleging fraud and breach of 
duty. Sphere Drake has rescinded the majority of the inward reinsurance contracts placed 
under the binding authority and is defending arbitration proceedings initiated by the cedants 
of a number of those contracts. It is not yet possible to develop any reasonably based estimates 
of the amount of claims which might be’ made on these contracts. However, based on 
extensive legal advice, Sphere Drake believes that there is abundant evidence of fraud and that 
it has substantial grounds to challenge the enforceability of the business bound on its behalf. 
While the eventual outcome is uncertain, the company believes that the likely ultimate net 
liability which might arise in respect of this business will not be material to Sphere Drake’s 
financial position. 


Subsidiaries of the company are also defendants in several damage suits and have been named 
as third party in other suits. The uninsured exposure to the company is not considered to be 
material to the company’s financial position. 


Unsecured letters of credit aggregating $468.0 have been issued upon the company’s 
application and have been pledged as security for subsidiaries’ reinsurance balances, 
principally relating to intercompany reinsurance between subsidiaries. These are unsecured 
letters of credit in addition to the secured letters of credit referred to in note 3. 


The company under certain circumstances may be obligated to purchase loans to officers and 
directors of the company and its subsidiaries from Canadian chartered banks totalling $18.3 
(2001 — $18.3) for which 252,911 (2001 — 268,911) subordinate voting shares of the company 
with a year-end market value of $30.6 (2001 — $44.1) have been pledged as security. 


The company also has a restricted stock plan for the management of its subsidiaries with 
vesting periods of up to ten years from the date of grant. At December 31, 2002, 197,381 
(2001 — 230,800) subordinate voting shares had been purchased for the plan at a cost of $59.2 
(2001 — $66.9). 


Shares for the above-mentioned plans are purchased on the open market. The costs of these 
plans are amortized to compensation expense over the vesting period. Amortization expense 
for the year for these plans amounted to $11.1 (2001 — $7.9; 2000 — $6.2). 


12. Operating Leases 
Aggregate future minimum commitments at December 31, 2002 under operating leases 
relating to premises, automobiles and equipment for various terms up to ten years are as 


follows: 
2003 102.5 
2004 76.9 
2005 66.0 
2006 SVAN: 
2007 43.7 
Thereafter 164.4 
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13. Earnings per Share 
Earnings per share are calculated after providing for dividends and dividend tax on the Series A 
fixed/floating cumulative redeemable preferred shares. 


Diluted and basic earnings per share are the same in 2002, 2001 and 2000. The weighted 
average number of shares for 2002 was 14,283,735 (2001 — 13,241,299; 2000 — 13,172,448). 


14. Acquisitions and Divestitures 

On September 10, 2002, OdysseyRe acquired 56.0% of First Capital Insurance Limited, a 
Singapore insurance company, for $28.0 (US$17.8). At the date of acquisition, the acquired 
company had $76.7 (US$48.8) in total assets and $28.0 (US$17.8) in total liabilities. 


On August 28, 2002, the company invested an additional $45.7 (£19.4) in Advent Capital 
(Holdings) PLC of the U.K., thereby increasing its ownership to 46.8% from 22.0%. 


Effective May 30, 2002, the company acquired Old Lyme Insurance Company of Rhode Island, 
Inc. and Old Lyme Insurance Company Ltd. from its equity investee, Hub International 
Limited, for cash consideration of $66.7 (US$43.5), the fair value of the net assets acquired. At 
the date of acquisition, the acquired companies had $165.9 (US$108.2) in total assets and 
$99.2 (US$64.7) in total liabilities. 


Effective December 20, 2001, the company purchased Winterthur Swiss Insurance (Asia) 
Limited for $23.1 (US$14.5) cash. At the date of acquisition, the company had $195.8 
(US$122.7) in total assets and $172.7 (US$108.2) in total liabilities. 


On June 14, 2001, OdysseyRe Holdings Corp. (ORH), the U.S. holding company for Odyssey 
America Re and its subsidiaries, issued 17,142,857 common shares, in an initial public offering, 
at US$18 per share for net proceeds (after expenses of issue) of $436.9 (US$284.8). Fairfax and 
its wholly-owned subsidiary, TIG, received $354.4 (US$233.5) in cash from these proceeds. 
After the offering, Fairfax and TIG held 48 million (73.7%) of OdysseyRe’s common shares and 
a $303.5 (US$200) ORH three year term note bearing interest at the rate of 2.25% over LIBOR 
and repayable in annual principal payments of US$66.7 beginning June 30, 2002. The 
company recorded a gain of $51.2 on its effective sale of a 26.3% interest in ORH. 


Effective August 31, 2000, Crum & Forster purchased Sen-Tech Holdings, Inc. (and its wholly- 
owned subsidiary, Seneca Insurance Company, Inc. of New York) for $96 (US$65) cash. 
Effective December 21, 2000, Crum & Forster also purchased Transnational Insurance 
Company for $26 (US$17) cash. At the respective dates of acquisition, the companies had 
US$193 in total assets and US$119 in total liabilities, at fair value, resulting in goodwill of 
US$8. 


As part of the acquisition of TIG on April 13, 1999, the company acquired a 90% ownership in 
Kingsmead Managing Agency, a managing agent for three Lloyd’s syndicates for which TIG 
provided underwriting capacity. On June 29, 2000, the company entered into an agreement to 
sell Kingsmead to Advent Capital PLC for a 22% interest in Advent, which closed on 
November 16, 2000. There was no gain or loss on the sale. The company recorded operating 
losses from the Kingsmead-managed syndicates of $33.0 for the year ended December 31, 
2000. For the year ended December 31, 2001, the company recorded a loss of $116.7 from its 
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liability for 2000 and prior underwriting years of those syndicates. The losses reflect losses on 
unexpired policies from the 2000 underwriting year (including World Trade Center losses of 
$62.4) and adverse development from the open underwriting years. 


15. Acquisition and Reorganization 

On December 16, 2002, the company acquired Xerox’s 72.5% economic interest in TRG, the 
holding company of International Insurance Company, in exchange for payments over the 
next 15 years of $667.8 (US$425), ($320.5 (US$204) at current value using a discount rate of 
9% per annum), payable approximately $7.8 (US$5) a quarter from 2003 to 2017 and 
approximately $201.1 (US$128) on December 16, 2017. Upon this acquisition, Xerox’s non- 
voting shares were amended to make them mandatorily redeemable at a capped price and to 
eliminate Xerox’s participation in the operations of IIC, and a direct contractual obligation was 
effectively created from the company to Xerox. The fair value of assets acquired was $2,267.2 
(US$1,442.9) and of liabilities assumed was $1,650.6 (US$1,050.5), resulting in negative 
goodwill of $298.5 (US$188.4). On December 16, 2002, TIG merged with International 
Insurance and discontinued its MGA-controlled program business, which has resulted in the 
company recognizing a pre-tax charge to income of $314.3 (US$200) for reserve strengthening 
and $99.9 (US$63.6) for restructuring and other related costs which include severance, lease 
termination costs, writedowns of long-lived assets and premiums for certain long term 
catastrophe covers. 


TIG’s Hawaii and A&H non-MGA-controlled business will be continued in a separate insurance 
subsidiary not owned by TIG provided the operations perform within Fairfax’s objectives of 
underwriting profitability. 


16. Segmented Information 

The company is a financial services holding company which, through its subsidiaries, is 
primarily engaged in property and casualty insurance conducted on a direct and reinsurance 
basis. The runoff business segment comprises ORC Re (which fully reinsures the U.K. runoff 
entities, Sphere Drake and RiverStone (UK) and the U.S. runoff company formed on the merger 
of TIG and IIC. The international runoff operations have reinsured their reinsurance portfolios 
to ORC Re to provide consolidated investment and liquidity management services, with the 
RiverStone Group retaining full responsibility for all other aspects of the runoff. Accordingly, 
for segmented information, ORC Re is classified in the Runoff segment. The company also 
provides claims adjusting, appraisal and loss management services. 
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Europe and 
Canada United States Far East Total 
2002 2001 2000 2002 2001 2000 2002 2001 2000 2002 2001 2000 


Revenue 
Net premiums earned 
Insurance — Canada 823.3 661.0 600.3 68.6 46.3 36.9 40.1 229 19.0 932.0 730.2 656.2 
Insurance — US - - = 1736:3° ~2,510:5—) 2,416.9 65.3 16.9 - 1,801.6 2,527.4 2,416.9 
Reinsurance 45.0 - - 1,552.6 1,054.6 813.1 653.5 Bove MSId 2s 2251-1) 91392773 1,224.3 
Runoff 26.1 - - 1,068.5 0.4 0.4 30.8 156.4 5312:99 1125-4 156.8 S333) 
894.4 661.0 600.3 4,426.0 3,611.8 3,267.3 789.7 $33.9 743.1 6,110.1 4,806.7 4,610.7 
Interest and dividends 657.7 680.8 818.1 
Realized gains Msiecdl 213.5 382.8 
Claims fees 456.8 424.7 376.9 


7,962.3 6,125.7 6,188.5 


14.6% 13.8% 13.0% 72.5% 75.1% 70.9% 12.9% 11.1% 16.1% 
Earnings (loss) before 
income taxes 
Underwriting results 


Insurance — Canada 23.1 (76.1) (9.7) isi) (29.1) ers sb (14.3) (8.5) 39.5 (119.5) (13.0) 
Insurance — US - - - (65.7) (633.9) (588.4) 0.2 (4.0) - (65.5) (637.9) (588.4) 
Reinsurance 0.3 - - TOL (149.2) (94.7) 0.9 (65.5) (2.7) 20.3 (214.7) (97.4) 
23.4 (76.1) (9.7) (41.3) (812.2) (677.9) 1272} (83.8) (11.2) (8.7) (972.1) (698.8) 

Interest and dividends 42.2 64.7 12.3 413.7 425.9 520.3 4.1 1.1 0.9 460.0 491.7 $93.5 
Operating income (loss) 65.6 (11.4) 62.6 372.4 (386.3) (157.6) 16.3 (82.7) (10.3) 454.3 (480.4) (105.3) 
~ Realized gains TS Tefl 213.5 378.3 
Runoff (432.0) (27.4) 43.3 
Claims adjusting (13.8) (9.9) (36.2) 
Interest expense (125.0) (185.2) (164.7) 
Swiss Re premium (4.2) (143.6) (167.2) 
Kingsmead losses ; - (116.7) (33.0) 
Restructuring charges (114.1) (49.1) (16.4) 
Negative goodwill amortization - 78.6 108.7 
Corporate overhead and other (70.4) (45.9) (40.4) 


432.5 (736.1) (32.9) 


Identifiable assets 


Insurance 3,071.9 2,586.9 1,849.8 12,528.8 16,039.8 14,256.1 346.6 245.1 31.4 15,947.3 18,871.8 16,137.3 
Reinsurance 124.8 6.6 7.8 7,207.0 7,419.1 6,424.4 993.0 S296: 83248 742527 7,728.3 
Runoff 56.9 - = 6,028:7 3)332.2,  3)100\6°3,053:8" 4,145.1" 3,538'S “9/1394 7,477.3" °6,639.1 
Claims adjusting 31.8 25,9 47.6 69.2 70.9 63:8) 9394225) 33107, 3314 455.2 458.1 442.8 


3,285.4 2,649.0 1,905.2 25,833.7 26,862.00 23,844.9 4,747.6 4,721.9 5,197.4 33,866.7 34,232.9 30,947.5 


Corporate 1,243.8 1,205.8 885.8 


35,110.5 35,438.7  31,833.3 


9.4% 7.5% 6.0% 73.6% 75.8% 74.9% 13.5% 13.3% 16.3% 
Amortization 14.8 eth 3.4 30.1 36.8 17.3 22.5 25.9 21.9) 67.4 70.4 42.2 


Geographic premiums are determined based on the domicile of the various subsidiaries and 
where the primary underlying risk of the business resides. 


CRC (Bermuda), as the internal reinsurance company of the Canadian insurance companies, is 
included in the Canadian segment; Falcon is included in the United States segment; and 
Wentworth is included in the runoff segment. 


Corporate overhead and other includes the company’s interest expense and corporate 
overhead. Corporate assets include cash and short term investments and miscellaneous other 
assets in the holding company. 
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i? Fair Value 
Information on the fair values of financial instruments of the company, including where those 
values differ from their carrying values in the financial statements at December 31, 2002, 


include: 
Note Carrying Estimated 
Reference Value Fair Value 
Marketable securities ) 36.5 36.5 
Portfolio investments 5) 16,294.9 16,502.8 
Long term debt S 2,342.4 1872.9 
Trust preferred securities of subsidiaries 6 340.9 265.2 
Foreign exchange contracts yy, (333.4) (333.4) 
Purchase consideration payable 15 324.7 324.7 


The unrealized loss on foreign exchange contracts is offset by an unrealized gain on the value 
of the foreign assets hedged by those contracts. 


The amounts above do not include the fair value of underlying lines of business. While fair 
value amounts are designed to represent estimates of the amounts at which instruments could 
be exchanged in current transactions between willing parties, certain of the company’s 
financial instruments lack an available trading market. Therefore, these instruments have been 
valued on a going concern basis. Fair value information on the provision for claims is not 
determinable. 


These fair values have not been reflected in the financial statements. 


18. US GAAP Reconciliation 

The consolidated financial statements of the company have been prepared in accordance with 
Canadian generally accepted accounting principles (“GAAP”) which are different in some 
respects from those applicable in the United States, as described below. 


Consolidated Statements of Earnings 

For the years ended December 31, 2002, 2001 and 2000, significant differences between 
consolidated net earnings under Canadian GAAP and consolidated net earnings under US 
GAAP were as follows: 


(a) In Canada prior to January 1, 2002, the unrealized loss on the translation of the 
foreign exchange component of the yen debt swap was deferred and amortized to 
income over the remaining term to maturity. In the U.S., the unrealized foreign 
exchange loss is recognized in income in the year, although there is no intention to 
settle the swap prior to maturity. 


(b) In Canada, recoveries on certain stop loss reinsurance treaties (including with Swiss 
Re) protecting Fairfax, Crum & Foster and TIG are recorded at the same time as the 
claims incurred are ceded. In the U.S., these recoveries, which are considered to be 
retroactive reinsurance, are recorded up to the amount of the premium paid with the 
excess of the ceded liabilities over the premium paid recorded as a deferred gain. The 
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(c) 


(d) 


(e) 


(f) 


deferred gain is amortized to income over the estimated settlement period over 
which the company expects to receive the recoveries. 


In Canada prior to January 1, 2002, the amortization period of negative goodwill was 
periodically reviewed to determine whether the remaining useful life continues to be 
appropriate or whether the amortization period should be adjusted, based on the 
facts and circumstances giving rise to the negative goodwill at the date of acquisition. 
In the U.S., in the case of financial institutions, the SEC staff generally take exception 
to a negative goodwill amortization period of less than 10 years. Effective January 1, 
2002, the company adopted for United States reporting purposes Statement of 
Financial Accounting Standards No. 142, ‘Goodwill and Other Intangible Assets’’. 
Under this standard, goodwill is no longer amortized over its estimated useful life, 
however it is assessed on an annual basis for impairment requiring writedowns. 
Similarly, the excess of net assets over purchase price paid, in respect of acquisitions 
prior to January 1, 2002, is no longer amortized to earnings but is added to earnings 
through a cumulative catchup adjustment. The impact of the goodwill amortization 
decreased net earnings by $28.1 and $21.0 in the years ended December 31, 2001 and 
2000 respectively. The impact of the negative goodwill amortization increased net 
earnings by $34.6 in 2001 and 2000 respectively. Together, these amortizations 
resulted in a net increase in net earnings of $6.5 and $13.6 and an increase in all 
earnings per share calculations of $0.49 and $1.03 for the years ended December 31, 
2001 and 2000 respectively. In addition, there is an increase in earnings for the 
cumulative catchup adjustment of $179.7 for the year ended December 31, 2002. 


Under Canadian GAAP, the Canadian federal and provincial income tax rate 
reductions that are substantively enacted are reflected in the rate used to measure 
future income tax balances. Under US GAAP, Statement of Financial Accounting 
Standards No. 109, ‘‘Accounting for Income Taxes”, these rate changes do not impact 
the measurement of the company’s future income tax balances until they are passed 
into law. 


For United States reporting purposes, the company adopted Statement of Financial 
Accounting Standards No. 133, ‘‘Accounting for Derivative Instruments and Hedging 
Activities”, for the year ended December 31, 2001. 


Under this standard, all derivatives are recognized at fair value in the balance sheet. If 
the derivative is a hedge, depending on the nature of the hedge, changes in the fair 
value of the derivative will either be offset in earnings against the change in the fair 
value of the hedged item or will be recognized in other comprehensive income until 
the hedged item is recognized in earnings. If the change in the fair value of the 
derivative is not completely offset by the change in the value of the item it is 
hedging, the difference will be recognized immediately in earnings. 


The company’s forward contracts are hedges of net investments in subsidiaries and 
therefore there is no impact as a result of this Standard. 


Other-than-temporary declines in the fair value of available-for-sale securities are 
recognized in US GAAP income based on market values; declines in fair values are 
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generally presumed to be other than temporary if they have persisted over several 
quarters. Under Canadian GAAP, other-than-temporary declines in the value of 
investment securities are recorded in earnings based on net realizable values; declines 
in fair values are generally presumed to be other than temporary if conditions 
indicating impairment have persisted for a more prolonged period of time than 
under US GAAP. 


The following shows the net earnings in accordance with US GAAP: 


2002 2001 2000 

Net earnings (loss), Canadian GAAP 415.7 (346.0) 137.4 
Recoveries on retroactive reinsurance, net 

of tax Syl (411.9) (159.6) 
Other than temporary declines (14.8) - - 
Cumulative catchup adjustment on 

changes in accounting for negative 

goodwill 17957 ~ - 
Amortization of negative goodwill - (49.1) (9-2) 
Other differences - OS iG 
Net earnings (loss), US GAAP 613.3 COTeS) (84.3) 
Net earnings (loss) per share, US GAAP 

before cumulative catchup adjustment 

and extraordinary item $ 9.14 $(62.13) $ (7.42) 


Net earnings (loss) per share, US GAAP 
before cumulative catchup adjustment $30.03 $(625135)— (S542) 


Net earnings (loss) per share, US GAAP $42.61 $(62.13) §$ (7.42) 


Consolidated Balance Sheets 

In Canada, portfolio investments are carried at cost or amortized cost with a provision for 
declines in value which are considered to be other than temporary. In the U.S., such 
investments are classified as available for sale and marked to market through shareholders’ 
equity. 


In Canada, trust preferred securities of subsidiaries (including RHINOS) are included in total 
liabilities. In the U.S., trust preferred securities are shown as a separate caption after total 
liabilities, in a manner similar to non-controlling interests. 
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The following shows the balance sheet amounts in accordance with US GAAP, setting out 


individual amounts where different from the amounts reported under Canadian GAAP: 


Assets 

Portfolio investments 
Bonds 
Preferred stocks 
Common stocks 
Strategic investments 


Total portfolio investments 
Future income taxes 
Goodwill 

All other assets 


Total assets 

Liabilities 

Accounts payable and accrued liabilities 
All other liabilities 


Total liabilities 


Trust preferred securities of subsidiaries 
Mandatorily redeemable shares of TRG 
Non-controlling interests 


Excess of net assets acquired over purchase price paid 


Shareholders’ Equity 
Total shareholders’ equity 


The difference in consolidated shareholders’ equity is as follows: 


Shareholders’ equity based on Canadian GAAP 


Other comprehensive income 


Cumulative reduction in net earnings under US GAAP 


Shareholders’ equity based on US GAAP 


2002 2001 
11/869.8, 11/424.2 
249.7 126.4 
1,125.4 918.8 
511.3 502.2 
13,7562. 412,971,6 
1,885.5 22733 
375.1 356.8 
19,7055 20,1922 
95572053) 935,793.9 
3,073.0 2,951.2 
28,365.9  28,898.8 
31,438.9  31,850.0 
340.9 360.8 
324.7 - 
508.1 1,043.3 

2 1797 

Wee ey 1,583.8 
3,109.7 2,360.1 
2002 2001 
3,551.5 324007 
127.5 (163.3) 
(569.3) (719.3) 


SB LOO 


2,360.1 
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Statement of Financial Accounting Standards No. 130, ‘Reporting Comprehensive Income”, 
requires the company to disclose items of other comprehensive income in a financial 
statement and to disclose accumulated balances of other comprehensive income in the equity 
section of a financial statement. Other comprehensive income includes unrealized gains and 
losses on investments, as follows: 


2002 2001 
Unrealized gain (loss) on investments available for sale 210.8 (281.6) 
Related deferred income taxes (83.3) S33 


27-3 (163.3) 


The cumulative reduction in net earnings under US GAAP of $569.3 at December 31, 2002 
relates primarily to the deferred gain on retroactive reinsurance ($563.0 after tax) which is 
amortized into income as the underlying claims are paid. 


Disclosure of Interest and Income Taxes Paid 

The aggregate amount of interest paid for the years ended December 31, 2002, 2001 and 2000 
was $192.2, $163.3 and $182.0 respectively. The aggregate amount of income taxes paid for the 
years ended December 31, 2002, 2001 and 2000 was $43.9, $31.6 and $4.5 respectively. 


SO 


Management’s Discussion and Analysis of Financial Condition and 
Results of Operations 
(figures and amounts are in Cdn$ and $ millions except per share amounts and as otherwise 


indicated) 


Notes: (1) 


(2) 


Readers of the Management’s Discussion and Analysis of Financial Condition and 
Results of Operations should review the entire Annual Report for additional 
commentary and information. 


Management analyzes and assesses the underlying insurance, reinsurance and 
runoff operations and financial position of the consolidated group in various ways. 
Certain of these measures provided in this Annual Report, which have been used 
historically and disclosed regularly in Fairfax’s Annual Reports and interim 
financial reporting, even though they do not necessarily follow Canadian generally 
accepted accounting principles, include tables showing the company’s sources of 
net earnings with Lindsey Morden equity accounted and the company’s capital 
structure with Lindsey Morden equity accounted. Where non-GAAP measures are 
provided, descriptions are clearly provided in the commentary as to the nature of 
the adjustments made. 


Foreign Exchange 


The company’s consolidated financial statements are significantly affected by movements in 
the US dollar/Canadian dollar exchange rate. The following table sets out the Canadian dollar 


value of US$1.00 used in those statements: 


Year-end exchange rate: 


December 31, 2002 $1.5798 
December 31, 2001 $1.5963 
December 31, 2000 $1.5020 
Increase (decrease) in the value of the US dollar vs. the Canadian dollar 
— 2002/2001 (1.0)% 
— 2001/2000 6.3% 


Average exchange rate for the year ended: 


December 31, 2002 $1.5713 
December 31, 2001 $1.5461 
December 31, 2000 $1.4839 
Increase in the value of the US dollar vs. the Canadian dollar 
— 2002/2001 1.6% 
— 2001/2000 4.2% 


Sources of Revenue 
Revenue reflected in the consolidated financial statements for the past five years, as shown in 
the table below, includes net premiums earned, interest and dividend income and realized 


gains on the sale of investments of the insurance, reinsurance and runoff companies, and 


claims adjusting fees of Lindsey Morden. 
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2002 2001 2000 1999 1998 

Net premiums earned 
Insurance — Canada 932.0 730.2 656.2 650.0 687.3 
Insurance — U.S. 1,801.6 2,527.4 2,416.9 2,307.0 PLS So 
Reinsurance D2 SMe 1S 9225 1,224.3 2 See 992.1 
Runoff 1,125.4 156.8 S1553 238.5 - 
Copel a KOYa| 4,806.7 4,610.7 4,470.7 2,394.9 
Interest and dividends 657.7 680.8 818.1 TSW) 443.8 
Realized gains VoTey PENS) 382.8 Ate 440.8 
Claims fees 456.8 424.7 376.9 443.1 294.8 


7,962.3 6125-7 6,188.5 5,788.5 3,574.3 


Net premiums earned for the U.S. insurance group were reduced, and net premiums earned by 
the runoff group were increased, by premiums on TIG’s discontinued MGA-controlled program 
business of $820.4 which has been included in the U.S. runoff group retroactive to January 1, 
2002. Each of the continuing insurance and reinsurance operations increased net premiums 
earned significantly during 2002, reflecting the favourable insurance market and increased 
retentions. 


Claims fees for 2002 increased by $32.1 or 7.6% over 2001, reflecting higher revenue 
throughout Lindsey Morden’s operations. 


As shown in note 16 to the financial statements, on a geographic basis, United States, 
Canadian, and Europe and Far East operations accounted for 72%, 15% and 13%, respectively, 
of net premiums earned in 2002 compared with 75%, 14% and 11%, respectively, in 2001. 


Net Earnings 

Combined ratios and sources of net earnings (with Lindsey Morden equity accounted) for the 
past five years were as set out below. Fuller commentary on combined ratios and on operating 
income on a company by company basis is provided under Insurance Underwriting beginning 
on page 54 and Operating Income beginning on page 56. 


2002 2001 2000 1999 1998 

Combined ratios 
Insurance — Canada 96% 116% 102% 115% 106% 
-US. 104% 125% 124% 112% 116% 
Reinsurance 99% 115% 108% 119% 116% 
Consolidated 100% 121% 116% 115% 113% 
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Sources of net earnings 
Underwriting 
Insurance — Canada 
-US. 
Reinsurance 


Underwriting income (loss) 
Interest and dividends 


Operating income (loss) 

Realized gains 

Runoff 

TIG reserve strengthening and 
restructuring costs 


Claims adjusting (Fairfax portion) 


Interest expense 

Swiss Re premium 

Corporate overhead and other 
Other costs and charges 


Goodwill and other amortization 


Negative goodwill amortization 
Kingsmead losses 
Taxes 


Non-controlling interests 


Net earnings (loss) 


Negative goodwill on TRG purchase 


2002 2001 2000 1999 1998 
30.6) at(419:5)) 30) 24966). (403) 
(65.5) (637.9) (588.4) (273.1) (116.5) 
DOIN A147). 1 OTA) (247.4) (1546) 
(G7), (972.1) (698.8) G17.) GI11:4) 
BOO A9T 2 595.50 715 4320 
454.3 (480.4) (105.3) 94.4 120.6 
737 Oso 378 3°" M1217) 4408 
(ize 274) 43.3 (54.2) . 
(414.2) . = bs £ 
(10.5) (3.9) (15.4) 2.8 12.4 
(12500) (1552) (1647) (129.3) (84.4) 
(AD, 1(143°6)) (167.2)... (35.3) _ 
CO AW AGS (85-5202). |) (16.0) 
(14.2) (49.1) (16.4) 2 = 
2 (7.0) (5.4) (5.1) (4.9) 

_ 78.60) plO8e7 2 - 

See G7 ad wa 33-0) = 2 
(234.6) wid82-5 we 17S Ge 15810 (81.0) 
298.5 2 = £ _ 
(84.0) 1.6 (23.3) (8.6) 2 
Ais  HGAG OWE 1374! 124.9908 387.5 


Net earnings in 2002 were $415.7 compared with a net loss of $346.0 in 2001. The 2002 


earnings reflect significantly improved underwriting results at each of the continuing 


insurance and reinsurance operations and significant realized gains. 
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Insurance Underwriting 

The combined ratio— the sum of the loss ratio (claims losses and loss adjustment expenses 
expressed as a percentage of net premiums earned) and the expense ratio (commissions, 
premium acquisition costs and other underwriting expenses as a percentage of net premiums 
earned) — is the traditional measure of: underwriting results of property and casualty 
companies. In any year when the ratio exceeds 100%, it generally indicates that unprofitable 
business has been underwritten. Fairfax maintains its objective of achieving combined ratios of 
100% or better, recognizing the difficulty of this objective. 


A summary follows of the net premiums written and earned, and the loss, expense and 
combined ratios, for Fairfax’s Canadian insurance companies, U.S. insurance companies and 
reinsurance companies, for the years respectively that Fairfax has owned those companies. 


Canadian Insurance 


NET PREMIUMS RATIOS 

Written Earned Loss Expense Combined 

(%) (%) (%) 

1985 23.4 14.0 96 30 126 
1986 56.0 40.9 TZ; 23 eS 
1987 71.4 62.0 73 Us 98 
1988 68.2 66.3 73 US, 92 
1989 So 40.4 100 40 140 
1990 74.5 78.4 82 ik da3 
99s O3F5 90% 60 34 94 
992, We 118.9 79 35 114 
11993 163.5 150.8 73 26 QE) 
1994 2372 MLNS} 77 24 101 
1995 684.3 655.4 ifs: 29 102 
1996 666.9 654.8 71 30 101 
1997 662.7 661.5 70 Pag) 99 
1998 684.2 687.3 78 28 106 
1999 652.4 650.0 83 oy 11S 
2000 668.8 656.2 TD 30 102 
2001 875.1 730.2 85 31 116 
2002 1,249.1 932.0 69 QF 96 


The Canadian insurance companies returned to underwriting profitability in 2002. The 
combined ratios in 1999 and 2001 were adversely affected by the impact of the soft insurance 
market and natural catastrophes. 
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U.S. Insurance 


NET PREMIUMS RATIOS 

Written Earned Loss Expense Combined 

(%) (%) (%) 

1994 174.4 17923 VI 37] 114 
11995 180.3 W73:9 WS) 40 iy) 
1996 212.8 209.4 90 34 124 
1997 201.9 205.7 II 35 te, 
1998 625.9 TASS 79, oF 116 
1999 2,093.2 2,307.0 oS on Wily 
2000 2,443.4 2,416.9 89 35 124 
2001 ZrO ltoe2, 2,527.4 86 3) Was 
2002* POSTED 1,801.6 73 31 104 


* Includes TIG’s continuing business consisting of its Ranger, Hawaii, Accident and Health and Napa 
excess property, excess casualty and healthcare books of business 


The U.S. insurance group has not yet achieved underwriting profitability but has made notable 
progress. Efforts at Crum & Forster since the arrival of the current management team in the 
latter part of 1999 have resulted in a significant turnaround in Crum & Forster’s combined 
ratio from the very high levels then prevailing to 103.3% in 2002, including 102.6% and 
101.4% in the third and fourth quarters of 2002. Despite significant efforts, Fairfax concluded 
that TIG’s MGA-controlled program business (business controlled by managing general agents, 
who have authority to bind the company) could not achieve underwriting profitability 
consistent with the company’s objective, and it was put in runoff on December 16, 2002. 


Reinsurance 
NET PREMIUMS RATIOS 

Written Earned Loss Expense Combined 

(%) (%) (%) 

1996 163.4 166.7 62 34 96 

OOF, O2Z7.9 593.4 HE 34 106 

1998 966.5 Sel 80 36 116 

1999 P2769 WSL 85 34 119 

2000 eZ) 1,224.3 71 37 108 
2001 1,483.7 S922 81 34 ibis 

2002 2,489.4 PRGA 69 30 gE) 


* 103% excluding the impact of catastrophe losses (World Trade Center and Enron) 


The reinsurance group achieved underwriting profitability in 2002. The reinsurance group 
resulted from the operational merger of OdysseyRe and Odyssey America Re (formerly TIG Re) 
in October 1999 and the continuation of CTR’s European and Asian business through branches 


of Odyssey America Re effective January 1, 2001. 
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Operating Income 


Set out and discussed below are the 2002 and 2001 insurance underwriting and operating 


results of Fairfax’s insurance and reinsurance companies on a summarized company by 


company basis. (Throughout this Annual Report, for convenience, Falcon is included under 


U.S. insurance companies.) 


Canadian Insurance Companies 


For the year ended December 31, 2002 


Underwriting profit 


Combined ratio: 
Loss & LAE 
Commissions 
Underwriting expense 


Gross premiums written 
Net premiums written 
Net premiums earned 
Underwriting profit 
Interest and dividends 


Operating income 


(1) Intercompany fees 


For the year ended December 31, 2001 


Underwriting profit 
(loss) 


Combined ratio: 
Loss & LAE 
Commissions 
Underwriting expense 


Gross premiums written 
Net premiums written 
Net premiums earned 
Underwriting profit (loss) 
Interest and dividends 


Operating income (loss) 


Commonwealth 


Corporate 
Commonwealth _Federated Lombard Markel adjustments Total 
23.5 4.2 8.6 3.5 (0.3) 39.5 
74.0% 59.7% 67.0% 74.9% 68.4% 
(7.3)% 0.2% 17.5% 1.9% 10.7% 
17.4% 34.1% 14.1% 19.5% 16.7% 
84.1% 94.0% 98.6% 96.3% 95.8% 
718.4 TES, 768.8 173.4 1776.3 
343.6 87.5 Mii 126.9 1,249.1 
148.2 69.9 619.0 94.9 932.0 
23a 4.2 8.6 ss) (0.3) 3955 
67.4 
106.9 
Corporate 
Federated Lombard Markel adjustments Total 
(58.8) (2.0) (76.4) 0.4 17.3 (119.5) 
140.4% TSS 00) Ol, 196 71.2% 84.7% 
0.9% 5.4% 19.0% 5.1% 14.0% 
21.3% 23.9%. 15.2% 23.1% 17.7% 
162.6% 102.8% 115.3% 99.4% 116.4% 
374.9 92.6 612.7 103.9 1,184.1 
176.4 76.3 547.1 Toss 875.1 
94.0 70.6 498.5 67.1 730.2 
_ (68.8) _(2.0) (76.4) 0.4 17.3) (195) 
aie 64.7 
(54.8) 


(1) Recovery under the Swiss Re Cover on 1998 and prior losses, as described in more detail under 
Swiss Re premium on pages 64 and 65 
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Commonwealth had an underwriting profit of $23.5 in 2002 compared with an underwriting 
loss of $58.8 in 2001 and a combined ratio of 84.1% in 2002 compared with 162.6% in 2001, 
reflecting strong profitability across all lines of business given strong market conditions and 
significant price increases achieved in 2001 and 2002. Gross premiums written increased by 
91.6% over 2001 to $718.4 while net premiums written increased by 94.8% to $343.6. 
Commonwealth’s expense ratio dropped by 12.1 percentage points to 10.1% reflecting its 
higher net premiums earned in 2002 and the benefit of ceding commissions paid by reinsurers 
in 2002. The company continued to achieve significant price increases on its business in 2002 
which will be realized in earned premiums in 2003. 


Federated had an underwriting profit of $4.2 in 2002 compared with an underwriting loss of 
$2.0 in 2001 and improved its combined ratio to 94.0% in 2002 from 102.8% in 2001 
(including the life company) resulting from the re-underwriting of its book of business in prior 
years and price increases of 27% in 2002 and 24% in 2001. Federated’s property and casualty 
gross premiums written increased by 29.7% to $94.3 in 2002 while its net premiums written 
increased by 16.6% to $71.6. Federated’s expense ratio increased to 34.3% reflecting changes in 
its reinsurance structure and bonuses resulting from its incentive arrangements tied to 
underwriting profitability. Federated Life had gross premiums written of $21.4, an increase of 
8.1% from 2001, and achieved a 24% rate increase during 2002. 


Lombard had an underwriting profit of $8.6 in 2002 compared with an underwriting loss of 
$76.4 in 2001 and a combined ratio of 98.6% in 2002 compared with 115.3% in 2001, due to 
significant corrective action in 2001 and prior years, including cancellation of unprofitable 
books and programs, more stringent underwriting, and price increases in excess of 24% in 2002 
in its commercial lines and in excess of 17% in its personal lines. Lombard’s gross premiums 
written increased 25.5% to $768.8 in 2002 while net premiums written were up 26.3% to 
$691.1. 


Markel had another solid year in 2002 with a 96.3% combined ratio compared with 99.4% in 
2001 and an increase in underwriting profit to $3.5 from $0.4. Gross premiums written were up 
66.9% to $173.4 while net premiums written increased 68.5% to $126.9. In an unforgiving line 
of business where most other insurers have been extremely unprofitable over the years, Markel 
continues to outperform the trucking insurance industry through an unrelenting focus on 
specialization, expertise and a commitment to innovation. Although Markel’s focused 
approach has allowed it to prosper where others have failed, there remain numerous challenges 
within the trucking insurance industry. The U.S. tort system is an ever-increasing and 
hazardous factor for Canadian truckers, while the economic difficulties facing the 
transportation industry continue to grow. Markel’s multi-year investment in its trucking 
infrastructure, its innovative services and its unmatched team of experts put the company in a 
unique position to meet these challenges going forward. 


Cessions to CRC (Bermuda) by the Canadian insurance companies are included in the 


respective results of those companies. 
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U.S. Insurance Companies 


For the year ended December 31, 2002 


Crum & Corporate 
Forster TIG Falcon OldLyme adjustments 
Underwriting profit (loss) (36.9) (35.4) 0.2 3.2 3.49 
Combined ratio: 
Loss & LAE VAIS Tsay SOKOYG 56.7% 
Commissions 10.8% 10.2% 21.1% 29.0% 
Underwriting expense 19-38% 20:1% 22.7% 7.2% 
103.3% 106.0% 99.8% 92.9% 
Gross premiums written 1,905.9), 394256 89.0 60.7 
Net premiums written 1,224.0 635.2 68.1 60.6 
Net premiums earned 1,101.7. 589.8 65.3 44.8 
Underwriting profit (loss) (36.9) (35.4) 0.2 Bo) 3.49 
Interest and dividends 
Operating income (loss) 
(1) Intercompany fees 
For the year ended December 31, 2001 
Crum & Corporate 
Forster TIG Falcon adjustments 
Underwriting profit (loss) (245.0) (538.5) (4.0) 149.6 
Combined ratio: 
Loss & LAE 88.6% 92.4% 76.8% 
Commissions 13.9% 22.8% 12.8% 
Underwriting expense 28.6% 16.0% 35.6% 
131.1% 131.2% 125.2% 
Gross premiums written 1295.5 2,368.1 33.7 
Net premiums written 801.9 1,694.9 18.4 
Net premiums earned 787.2 1,724.3 SA 
Underwriting profit (loss) (245.0) (538.5) (4.0) 149.6 


Interest and dividends 


Operating income (loss) 


Total 
(65.5) 


72.7% 
10.7% 
20.2% 


103.6% 


2,598.2 


1,987.9 


1,801.6 


(65.5) 


216.9 


151.4 


Total 
(637.9) 


85.4% 
20.0% 
19.9% 


125.3% 


3,697.3 


2,515.2 


2,927.4 


(637.9) 


249.8 


(388.1) 


(1) Recovery under the Swiss Re Cover on 1998 and prior losses, as described in more detail under 


Swiss Re premium on pages 64 and 65 


Crum & Forster had an underwriting loss of $36.9 in 2002 compared with $245.0 in 2001, 
and a combined ratio of 103.3% compared with 131.1% 2001. The significant improvement in 
Crum & Forster’s combined ratio in 2002 reflects double digit price increases since 2000 and 
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the execution of underwriting, distribution and expense initiatives by the management which 
joined the company in October 1999. Through management’s actions, Crum & Forster’s 
expense ratio has declined by 7.6 percentage points from 38.2% in 1999 to 30.6% in 2002. 
Gross premiums written in 2002 increased by 16.2% to $1,505.9 while net premiums written 
increased 23.9% (calculating 2001 premiums on a comparable basis) to $1,224.0, principally 
due to price increases realized during 2002. 


TIG includes Ranger’s results on a retroactive basis to January 1, 2002, giving effect to the 
combination of the two companies’ operations effective April 1, 2002, and TIG’s continuing 
non-program business consisting of its Hawaii, Accident and Health and Napa excess property, 
excess casualty and healthcare books of business. TIG’s discontinued MGA-controlled program 
business is included in the runoff segment with retroactive effect to January 1, 2002. TIG’s 
continuing operations include cost allocations associated with the discontinued program 
business. TIG’s special risk operations unit based in Napa, California will operate going forward 
predominantly as a managing general underwriter (MGU), focusing on excess property and 
excess casualty insurance. The health care business of this unit will be written through a 
subsidiary of OdysseyRe (or reinsured by OdysseyRe) effective January 1, 2003. TIG had an 
underwriting loss of $35.4 in 2002 compared with an underwriting loss of $538.5 in 2001 and 
a combined ratio of 106.0% in 2002 compared with 131.2% in 2001. The continuing 
operations of TIG and Ranger had an underwriting loss of $88.5 in 2001 and a combined ratio 
of 122.9%. Gross premiums written and net premiums written for TIG’s discontinued MGA- 
controlled program business decreased by 46.5% to $885.2 and by 53.5% to $596.1, 
respectively, in 2002, while gross premiums written and net premiums written for its 
continuing operations increased by 32.2% to $942.6 and by 53.5% to $635.2, respectively, 
principally from the Napa special risk operations. The continuing operations of TIG - the 
Ranger, Hawaii and Accident and Health businesses, which produced net premiums written of 
US$213.9 in 2002 - are likely to be transferred during 2003 to a new operating company 
platform proposed to be named Fairmont Insurance, which will likely also consolidate Old 
Lyme, which was acquired from Hub International Limited on May 30, 2002. These continuing 
operations are expected to achieve Fairfax’s objective of underwriting profitability. 


Falcon had an underwriting profit of $0.2 in 2002 compared with an underwriting loss of $4.0 
in 2001 and had a combined ratio of 99.8% in 2002 compared with 125.2% in 2001. With the 
acquisition of Winterthur (Asia) in December 2001, Falcon’s net premiums written in 2002 
increased by 270.1% to $68.1 (HK$337.8) from $18.4 (HK$90.7) in 2001 and its expense ratio 
decreased by 4.6 percentage points to 43.8%. Management continues to focus on reducing the 


expense ratio further. 
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Reinsurance 
OdysseyRe™ 
2002 2001 
Underwriting profit (loss) 20.3 (214.7) 
Combined ratio: 
Loss & LAE 68.9% 80.6% 
Commissions 25.3% 27.6% 
Underwriting expense 4.9% 7.2% 


99.1% 115.4% 


Gross premiums written 2,848.2 LP ASies 
Net premiums written 2,489.4 1,483.7 
Net premiums earned 22 Seal so Z33 
Underwriting profit (loss) 20.3 (214.7) 
Interest and dividends IA Sif) 176.1 
Operating income (loss) 196.0 (38.6) 


(1) These results differ from those published by Odyssey Re Holdings Corp. (ORH) due to the 
elimination of intercompany transactions and purchase price and other adjustments made as part 
of ORH’s IPO. 


OdysseyRe had an underwriting profit of $20.3 in 2002 compared with an underwriting loss of 
$214.7 in 2001 and a combined ratio of 99.1% in 2002 compared to 115.4% in 2001. The 
substantial improvements in 2002 were a result of management’s underwriting actions, 
including improvements in pricing as well as terms and conditions, and the company’s 
opportunistic expansion into better performing lines of business. Net premiums written 
increased by 67.8% in 2002 to $2,489.4 as a result of improved market conditions, including 
improved pricing and industry consolidation. 


Interest and Dividends 
Interest and dividends declined by 6.4% to $460.0 in 2002. The amount of interest and 
dividends reflected primarily: 


¢ lower interest rates which, combined with the maintenance of large cash positions, 
resulted in a decline in the average pre-tax portfolio yield from 4.26% in 2001 to 3.97% 
in 2002; and 


* a $0.6 billion increase in the average investment portfolios in 2002 due to strong 
positive cash flows from OdysseyRe and the Canadian insurance companies as a result 
of their significant premium growth, and the significant reduction in Crum & Forster’s 
negative cash flow from operations to US$72 in 2002 from US$284 in 2001, reflecting 
its improved underwriting results and premium growth since 2000, offset by TIG’s 
negative cash flow following its discontinuance of its MGA-controlled program 
business. 
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Other Components of Net Earnings 


Realized gains. Net realized gains increased in 2002 to $737.7 from $162.3 in 2001 
(excluding a realized gain on the OdysseyRe IPO of $51.2). The 2002 realized gains resulted 
principally from the sale of bonds ($507.3) and the sale of the S&P put contracts ($108.1 net of 
amortization), and included $31.7 from the repurchase of the company’s notes and trust 
preferred securities of a subsidiary. Included in net realized gains for the year ended 
December 31, 2002 is $53.0 of losses on the other-than-temporary writedown of certain bonds 
and equities (included in the $53.0 of losses is the $31.2 aggregate provision for losses on 
investments at December 31, 2002 mentioned on page 109). Fairfax’s investment portfolio is 
managed on a total return basis which views realized gains, although their timing may be 
unpredictable, as an important and recurring component of the return on investments and 
consequently of income. 


Runoff. The runoff business segment was formed with the acquisition on August 11, 1999 of 
the company’s interest in The Resolution Group (TRG), which was comprised of the 
outstanding runoff management expertise and experienced, highly respected personnel of 
TRG, and a wholly-owned insurance subsidiary in runoff, International Insurance Company 
(IIC). The runoff segment currently consists of two runoff groups: the U.S. runoff group (the 
merged TIG and IIC, as described below) and the European runoff group (Sphere Drake and 
RiverStone Insurance (UK), as well as ORC Re, also as described below). Both runoff groups are 
managed by the dedicated TRG runoff management operation, now usually identified under 
the RiverStone name, which has substantial personnel in both the U.S. and Europe. 
(Throughout this Annual Report, for convenience, Wentworth is included in the European 
runoff group.) 


U.S. runoff group 

On August 11, 1999, Fairfax paid US$97 to purchase 100% of TRG’s voting common shares 
which represented an effective 27.5% economic interest in TRG’s results of operations and net 
assets. Xerox retained all of TRG’s participating non-voting shares, resulting in an effective 
72.5% economic interest in TRG’s results of operations and net assets. Xerox’s wholly-owned 
subsidiary, Ridge Re, also provided TRG’s wholly-owned runoff subsidiary, IIC, with the vendor 
indemnity (unutilized coverage of $160 (US$101) at December 31, 2002) referred to under 
Additional Reinsurance Protection on page 102. IIC’s cessions to Ridge Re are fully 
collateralized by trust funds in the same amount as the cessions. 


On December 16, 2002, Fairfax acquired Xerox’s 72.5% economic interest in TRG, the holding 
company of IIC, in exchange for payments over the next 15 years of US$425 (US$204 at 
current value, using a discount rate of 9% per annum), payable approximately US$5 a quarter 
from 2003 to 2017 and approximately US$128 at the end of 2017. Upon this acquisition, 
Xerox’s non-voting shares were amended to make them mandatorily redeemable at a capped 
price and to eliminate Xerox’s participation in the operations of IIC, and a direct contractual 
obligation was effectively created from Fairfax to Xerox. IIC then merged with TIG to form the 
U.S. runoff group. This group, currently operating under the TIG name, consists of the IIC 
operations and the discontinued MGA-controlled program business of TIG (TIG’s continuing 
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business will operate under a separate platform in 2003) and is under the management of 
RiverStone. 


By merging TIG with IIC, a runoff company with an excellent record, under the expert and 
respected management of RiverStone, Fairfax is confident that TIG’s runoff business will be 
well managed and will no longer be a factor in TIG’s or Fairfax’s ongoing operations. Fairfax 
recognized a charge of $414.2 as a result of strengthening TIG’s reserves by $314.3 (US$200) 
and incurring a restructuring charge and related charges aggregating $99.9 (US$63.6). The 
above-described transaction involving shares of TRG resulted in $298.5 (US$188.4) of negative 
goodwill, as described under Acquisitions on pages 102 to 104. 


On January 6, 2003, TIG distributed to its holding company approximately $1.25 billion of 
assets, including 33.2 million of TIG’s 47.8 million shares of NYSE-listed Odyssey Re Holdings 
Corp. and all of the outstanding shares of Commonwealth and Ranger. The distributed 
securities will initially be held in trust for TIG’s benefit, principally pending TIG’s satisfaction 
of certain financial tests at the end of 2003. Fairfax has guaranteed that TIG will maintain 
US$500 of statutory surplus at the end of 2003, a risk-based capital of at least 200% at each 
year-end, and a continuing net reserves to surplus ratio not exceeding 3 to 1. The $1.25 billion 
of assets distributed by TIG into the trust consists of 33.2 million of the outstanding shares of 
Odyssey Re Holdings (market value of approximately US$593.6), all of the shares of 
Commonwealth (GAAP equity of approximately $207.2 million) and all of the shares of Ranger 
(GAAP equity of approximately $135.8). If Fairfax determines to replace the US$300 of 
additional adverse development reinsurance which has been provided to TIG by ORC Re with a 
third party adverse development cover, up to US$300 of these securities will be released from 
the trust. Substantially all of the remainder will be released if TIG meets the financial tests 
described above at the end of 2003. 


European runoff group, including ORC Re 

The European runoff group consists of three wholly-owned entities: Sphere Drake Insurance 
and RiverStone Insurance (UK), as well as ORC Re. ORC Re is headquartered in Ireland, which 
is an attractive entry point to the European market and provides investment and regulatory 
flexibility. During 2002, substantially all of the non-U.S. runoff operations — RiverStone 
Stockholm, Sphere Drake Bermuda and CTR’s non-life operations — were consolidated into 
RiverStone Insurance (UK). Management is continuing the consolidation of its European 
runoff operations and expects to eventually merge RiverStone Insurance (UK) and Sphere 
Drake Insurance into one runoff insurance company. 


ORC Re reinsures the reinsurance portfolios of RiverStone Insurance (UK) and Sphere Drake 
Insurance and benefits from the protection provided by the Swiss Re Cover (described below) 
from aggregate adverse development on claims and uncollectible reinsurance on 1998 and 
prior net reserves. RiverStone Management (UK), with 243 employees and offices in London, 
Brighton, Paris and Stockholm, provides the management (including claims handling) of ORC 
Re’s insurance and reinsurance liabilities and the collection and management of its reinsurance 
assets. ORC Re also provides consolidated investment and liquidity management services to 
the European runoff group. In addition to its role in the consolidation of the European runoff 
companies, ORC Re also has two other mandates, described in the two following paragraphs. 
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It serves as the entity through which Fairfax primarily provided financing for the acquisition of 
the U.S. insurance and reinsurance companies. ORC Re’s capital and surplus includes 
US$1.6 billion of equity and debt financing to Fairfax’s U.S. holding company resulting from 
the acquisitions of Ranger, OdysseyRe, Crum & Forster and TIG. For each of its U'S. 
acquisitions, Fairfax financed the acquisition, at the Canadian holding company, with an issue 
of subordinate voting shares and long term debt. The proceeds of this long term financing were 
invested in ORC Re’s capital which then provided the acquisition financing to Fairfax’s U.S. 
holding company to complete the acquisition. At December 31, 2002, ORC Re’s capital and 
surplus of US$2.0 billion included US$1.6 billion related to equity and debt financing for the 
acquisition of the U.S. insurance and reinsurance companies. The combined equity of ORC Re 
and the other European runoff entities (excluding amounts related to equity and debt 
financing for the acquisition of the U.S. insurance and reinsurance companies) amounted to 
US$510 at December 31, 2002. 


ORC Re reinsures the U.S. insurance companies, including by participating in their reinsurance 
programs with third party reinsurers, provides TIG and the European runoff companies with 
benefits of Fairfax’s corporate insurance policy which is ultimately reinsured with a Swiss Re 
subsidiary (the Swiss Re Cover), and provided post-acquisition reinsurance protection for 
Crum & Forster and TIG. Commencing in 2002, consistent with the company’s objective of 
retaining more business for its own account in the favourable insurance market conditions 
which currently exist, ORC Re participates in the reinsurance programs of affiliated companies’ 
non-Canadian insurance business with third party reinsurers. 


As discussed in the 1999 Annual Report, the major reason for the Swiss Re Cover was to protect 
Fairfax from development on pre-acquisition claims and related uncollectible reinsurance on 
its April 13, 1999 acquisition of TIG. ORC Re has provided TIG with benefits of the Swiss Re 
Cover through an underlying reinsurance policy with TIG. As of December 31, 2002, Fairfax 
assigned the full benefit of the Swiss Re Cover to ORC Re which had previously provided the 
indirect benefit of the Swiss Re Cover to TIG and the European runoff companies. At 
December 31, 2002, there remained US$267.5 of unused protection under the Swiss Re Cover. 
Although Fairfax remains legally liable for its original obligations with respect to the Swiss Re 
Cover, under the terms of the assignment agreement ORC Re is responsible to Fairfax for all 
future premium payments if additional losses are ceded to the Swiss Re Cover. 


Every related party transaction of ORC Re, including its provision of reinsurance to affiliates, is 
effected on market terms and at market prices, and requires approval by ORC Re’s board of 
directors, two of whose three members are unrelated to Fairfax. ORC Re’s accounts are audited 
annually by PricewaterhouseCoopers LLP, and its reserves are certified annually by Milliman 
USA and reviewed by PricewaterhouseCoopers LLP in providing their annual valuation 
actuary’s report on Fairfax’s consolidated provision for claims, which is included in the Annual 
Report. Except in cases where the discount is offset by a credit in Fairfax’s acquisition 
accounting, ORC Re’s reserves are recorded on an undiscounted basis, in accordance with 


Fairfax’s accounting policy. 
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Set out below is a summary of the runoff 2002 and 2001 operating results (as noted, the results 
of ORC Re form part of European runoff): 


2002 2001 
European European 
TRG TIG- = runoff Total TRG runoff Total 
Gross premiums written 0.4 885.2 20.3 905.9 0.4 78.9 1953 
Net premiums written | 0.4 596.1 15.6 62 0.4 43.3 43.7 
Net premiums earned 0.4 988.5 ileXoysy Alyse! 0.4 156.4 156.8 
Losses on claims (8.8) (784.8) (106.2) (899.8) (15.6) (207.3) (222.9) 
Operating expenses (42.1) (389.7) (229.0) (60:8) a(Z1c0) (107.4) (128.4) 
Interest and dividends 58.0 62.8 96.7 217.5 66.4 100.7 167.1 
Operating income (loss) WS. (A7P2) (220) eA 3 Oe: (57.6) (27.4) 


(1) Net of redundancy under the Swiss Re Cover of $22.8 in 2002, and net of recovery under the Swiss 
Re Cover of $121.1 in 2001, on 1998 and prior losses, as described in more detail under Swiss Re 
premium beginning below on this page, the benefit of which was indirectly provided to ORC Re in 
2001 by Fairfax 


The loss of $117.7 resulted primarily from TIG’s discontinued MGA-controlled program 
business which has been included in the U.S. runoff group with retroactive effect to January 1, 
2002. TRG had operating income of $7.5 for 2002 and cumulative operating income of $74.4 
since Fairfax’s purchase of an interest in TRG in 1999, as its net investment income exceeds its 
claims handling costs and its losses on claims, which consist essentially of co-reinsurance 
under the Ridge Re cover. The European runoff operations have stabilized in 2002 with an 
operating loss of $2.0. The net premiums written principally arise from the runoff of CTR’s 
non-life premiums for the 2000 and prior underwriting years. 


Claims adjusting. Fairfax’s $10.5 share of Lindsey Morden’s loss in 2002, compared with a 
$3.9 share of the loss in 2001, reflects Lindsey Morden’s non-recurring charges of $20.0 arising 
from legal settlement expenses and restructuring of the U.S. operations, partially offset by 
substantially improved operating earnings (reflecting revenue growth, cost containment and 
favourable foreign exchange rate movements) from its Canadian, U.K., European and 
International operations. 


Interest expense. Interest expense decreased in 2002 due to the benefit of the company’s 
interest rate swaps, partially offset by the impact of interest on OdysseyRe’s external debt 
issued in the fourth quarter of 2001 and at the end of the second quarter of 2002 (interest 
expense on OdysseyRe’s debt amounted to $12.1 for 2002) and interest on the consideration 
payable with respect to the acquisition of an additional interest in TRG. In the third quarter of 
2002, the company terminated its fixed rate to floating rate interest rate swaps, with the 
resulting gain being deferred and amortized against future interest expenses. 


Swiss Re premium. As part of its acquisition of TIG effective April 13, 1999, Fairfax 
purchased the Swiss Re Cover, a US$1 billion corporate insurance cover ultimately reinsured 
with a Swiss Re subsidiary, protecting it on an aggregate basis from adverse development in 
claims and unrecoverable reinsurance above the aggregate reserves set up by all of its 
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subsidiaries (including TIG Specialty Insurance and Odyssey America Re (formerly TIG Re) but 
not including other subsidiaries acquired after 1998) at December 31, 1998. With the 
OdysseyRe IPO, effective June 14, 2001 Odyssey America Re’s and Odyssey Reinsurance 
Corporation’s claims and unrecoverable reinsurance were no longer protected by the Swiss Re 
Cover. 


In 2002, Fairfax strengthened 1998 and prior reserves and ceded these losses of $8.0 (US$5.1) to 
the Swiss Re Cover for which it will pay an additional premium of $4.2 (US$2.7) to a funds 
withheld trust account for the benefit of the Swiss Re subsidiary providing the cover. For the 
year ended December 31, 2002, investment income (including realized gains) from the assets 
in the trust account of $78.6 (US$50.0) exceeded the contractual 7% interest credit to the funds 
withheld account by $46.0 (US$29.2). Since inception of the trust account, the cumulative 
investment income (including realized gains) has exceeded the cumulative contractual interest 
credit by $54.5 (US$34.2). The cessions by operating segment to the Swiss Re Cover since 
inception have been as follows: 

2002 2001 2000 1999 Cumulative 


(US$) 
Canadian insurance (0.1) Ndh3} (9.7) (3.2) Gate) 
U.S. insurance Ee) 94.9 166.6 186.1 450.5 
Reinsurance - - 22.6 Sore US) 8) 
Runoff ee EES 89.0 14.9 185.8 
Kingsmead - 18.0 4.0 - 22.0 
Total Boll”, AVR DLS Donel [2D 


As shown in the table, the majority of the cumulative cessions to the Swiss Re Cover resulted 
from U.S. insurance reserve deficiencies of $450.5 (including $350.7 from TIG and Ranger) and 
runoff deficiencies of $185.8 (mainly from Sphere Drake). 


The premium cost for the Swiss Re Cover was $4.2 for 2002 compared with $143.6 for 2001, 
reflecting substantially lower cessions. As of December 31, 2002, the benefits of the Swiss Re 
Cover have been assigned to ORC Re, as discussed in the third paragraph on page 63. 


Corporate overhead and other. Corporate overhead and other consists of holding 
company expenses net of interest income on Fairfax’s cash balances. Holding company 
expenses consist primarily of compensation related costs of $33.7 and professional fees of 
$10.9 at the Fairfax holding companies and Hamblin Watsa, $21.1 in costs for Fairfax’s 
internal e-commerce service company, and expenses of $7.8 at the OdysseyRe holding 


company. 


Other costs and charges. Other costs and charges of $14.2 in 2002 are comprised 
principally of severance costs at Crum & Forster and at Ranger on its integration with TIG, and 
costs incurred in connection with Crum & Forster’s contemplated IPO. 


Taxes. The company recorded a provision for income taxes in 2002 as a result of operating 
profits in Canada and the United States compared with a recovery for income taxes in 2001 due 
to income earned outside Canada at lower rates of tax and operating losses in higher tax rate 
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jurisdictions, all as summarized in the income tax rate reconciliation table in note 9 to the 
financial statements. 


Non-controlling interests. The non-controlling interests on the company’s consolidated 
statements of earnings represent the 26.2% public minority interest in OdysseyRe, Xerox's 
72.5% economic interest in TRG to December 16, 2002 and the 25.0% public minority interest 
in Lindsey Morden, as summarized in the table below. 

2002 2001 


OdysseyRe 62.4 (C32) 

TRG 21.6 PAT 

Lindsey Morden (4.4) (2.0) 
79.6 (3.5) 


Balance Sheet Analysis 

Cash and short term investments and Marketable securities consist of the holding 
company’s cash deposits and short term investments which it maintains as a safety net to 
ensure that it can cover its debt service and operating requirements for some years even if its 
insurance subsidiaries pay no dividends (see the discussion on page 111). Cash and short term 
investments consist of the company’s bank operating account, overnight bank deposits and 
investments in short term government treasury bills. Marketable securities include the 
company’s investments in various equities. 


Accounts receivable and other consists of premiums receivable (net of provisions for 
uncollectible amounts) of $2.3 billion, funds withheld receivables from cedants and other 
reinsurance balances of $434.7, receivables for securities sold of $260.2, accrued interest of 
$146.5, prepaid expenses of $91.6 and other accounts receivable of $356.1. 


Recoverable from reinsurers consists of future recoveries on unpaid claims ($10.4 billion), 
reinsurance receivable on paid losses ($1.0 billion) and unearned premiums from reinsurers 
($637.9). Excluding current recoverables, the company’s insurance, reinsurance and runoff 
companies, with a combined statutory surplus of $6.1 billion, had an aggregate of $10.4 billion 
of future recoveries from reinsurers on unpaid claims, a ratio of recoveries to surplus which is 
within industry norms. Please see Reinsurance Recoverables beginning on page 98 for a 
detailed discussion of amounts recoverable from reinsurers. 


Investments in Hub, Zenith National and Advent represent Fairfax’s investment in 
28.7%-owned Hub International Limited ($147.7) and 42.0%-owned Zenith National 
Insurance Corp. ($338.6), both of which are publicly listed companies, and 46.8%-owned 
Advent Capital Holdings PLC ($73.4). 


Deferred premium acquisition costs (DPAC) consist of brokers’ commissions and 
premium taxes. These are deferred, together with the related unearned premiums (UPR), and 
amortized to income over the term of the underlying insurance policies. Unlike many 
companies in the insurance industry, the company does not defer internal underwriting costs 
as part of DPAC and the recoverability of DPAC is determined without giving credit to 
investment income. The ratio of DPAC to UPR (18.0% at December 31, 2002) varies from time 
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to time depending on the mix of business being written and the estimated recoverability of 
DPAC given expected loss ratios on the UPR. 


Future income taxes represent amounts expected to be recovered in future years. At 
December 31, 2002 future income taxes of $1,544.0 (of which $1,102 related to Fairfax Inc., 
Fairfax’s U.S. holding company, and subsidiaries in its U.S. consolidated tax group) consisted 
of $1,004.7 of capitalized operating and capital losses ($1,032.9 gross less a valuation allowance 
of $28.2), and timing differences of $539.3 which represent expenses recorded in the financial 
statements but not yet deducted for income tax purposes. The capitalized operating losses 
relate primarily to Fairfax Inc. and its U.S. subsidiaries ($795, including $430 arising on the 
acquisition of TIG in 1999), where 90% of the losses expire between 2019 and 2022 (none 
expire before 2010), the Canadian holding company ($23.9), Sphere Drake ($92.2) and CTR 
($31.8). 


At December 31, 2002, Fairfax’s U.S. consolidated tax group owned less than 80% of 
OdysseyRe’s outstanding shares and was therefore unable to consolidate OdysseyRe for tax 
purposes. Following the acquisition of TIG in 1999, the U.S. consolidated tax group has had 
net operating losses. With the discontinuance of TIG’s MGA - controlled program business and 
the profitability of Crum & Forster and the other continuing companies, Fairfax expects these 
net operating losses will be used well within the loss carryforward period. 


In order to more quickly use its future income tax asset and for the cash flow benefit of 
receiving tax sharing payments from OdysseyRe, the company determined that it would be in 
its best interests to increase its approximately 73.8% interest in OdysseyRe to in excess of 80%, 
so that OdysseyRe would be included in Fairfax’s U.S. consolidated tax group. Consequently, 
on March 3, 2003, pursuant to a private agreement, Fairfax Inc. purchased 4,300,000 
outstanding common shares of OdysseyRe for US$78.0 (the market price at closing). As 
consideration, Fairfax Inc. issued US$78.0 of 7-year 3.15% notes exchangeable half in 
November 2004 into 2,150,000 OdysseyRe common shares and half in February 2005 into 
2,150,000 OdysseyRe common shares. 


Fairfax has determined that no valuation allowance is required on its future income tax asset as 
at December 31, 2002 beyond the above-mentioned $28.2 ($58.7 at December 31, 2001: the 
reduction in 2002 derives from a reduction of the valuation allowance related to its U.K. assets) 
comprised in its $1,544.0 net asset. Differences between expected and actual future operating 
results could adversely impact the company’s ability to realize the future income tax asset 
within a reasonable period of time given the inherent uncertainty in projecting operating 
company earnings and industry conditions beyond a three to four year period. The company 
expects to realize the benefit of these capitalized losses from future profitable operations during 


the loss carryforward period. 


The above-mentioned $28.2 valuation allowance recognizes the uncertainty in realizing the 
benefit of certain of the operating losses depending on the jurisdiction and on the time limit 
before the losses expire. In determining the need for a valuation allowance, management 
considers current and expected profitability of the companies and actions being taken to 
improve profitability, including the elimination of poor performing business. Management 
reviews the recoverability of the future tax asset and the valuation allowance on a quarterly 
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basis. The timing differences principally relate to insurance-related balances such as claims, 
DPAC and UPR; such timing differences are expected to continue for the foreseeable future in 
light of the company’s ongoing operations. 


Goodwill arises on the acquisition of companies where the purchase price paid exceeds the 
fair value of the underlying net tangible assets acquired. Goodwill at December 31, 2002 arises 
from Lindsey Morden ($251.7), Lombard’s acquisition of brokers ($21.6), Crum & Forster’s 
acquisition of Seneca and Transnational ($11.5), Falcon ($7.0) and First Capital ($1.0). In 
accordance with changes in Canadian accounting standards, effective January 1, 2002 goodwill 
is no longer amortized to earnings but will be subject to writeoff if and when it is determined 
that an impairment in value exists. The company assesses the carrying value of goodwill based 
on the underlying discounted cash flows and operating results of its subsidiaries. Management 
has compared the carrying value of goodwill balances as at December 31, 2002 and the 
estimated fair values of the underlying operations and concluded that there was no 
impairment in the value of goodwill. 


Other assets include loans receivable and shares held in connection with the company’s 
management share purchase and restricted stock grant programs and miscellaneous other 
balances. 


Accounts payable and accrued liabilities include employee related liabilities, amounts 
due to brokers and agents including contingent commissions, liabilities for operating expenses 
incurred in the normal course of business, dividends payable to policyholders, salvage and 
subrogation payable and other similar balances. 


Funds withheld payable to reinsurers represent premiums and accumulated accrued 
interest (at an average interest crediting rate of approximately 7% per annum) on aggregate 
stop loss reinsurance treaties, principally relating to the Swiss Re Cover ($505.8), OdysseyRe 
($368.3), Crum & Forster ($325.2) and TIG ($244.5). In 2002, $120.8 of interest expense 
accrued to reinsurers on these funds withheld; the company’s total interest and dividend 
income of $657.7 in 2002 was net of this interest expense. The impact of the interest crediting 
rate on funds withheld payable to reinsurers on the gross investment yield from the 
investment portfolio is discussed on page 105. Claims payable under such treaties are paid first 
out of the funds withheld balances. 


Provision for claims consists of the gross amount of individual case reserves established by 
the insurance and runoff companies, individual case estimates reported by ceding companies 
to the reinsurance (or runoff) companies and management’s estimate of claims incurred but 
not reported (IBNR) based on the volume of business currently in force and the historical 
experience on claims. Please see Provision for Claims beginning on page 69 for a detailed 
discussion of the company’s provision for claims. 


Unearned premiums are described above under Deferred premium acquisition costs. 


Purchase consideration payable is the discounted amount payable over the next 15 years 
for acquiring an additional interest in TRG, as described on page 61. 


Non-controlling interests on the company’s consolidated balance sheets represent the 
minority shareholders’ 26.2% share of the underlying net assets of OdysseyRe ($424.2), 25.0% 
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share of the underlying net assets of Lindsey Morden ($62.0) and 44.0% share of the 
underlying net assets of OdysseyRe’s subsidiary, First Capital ($21.9). All of the assets and 
liabilities, including long term debt, of these companies are included in the company’s 
consolidated balance sheet. 


Excess of net assets acquired over purchase price paid (negative goodwill) represents 
the aggregate unamortized amount of such excess, which arose as a result of the company’s 
acquisition of certain companies at prices less than the fair value of the underlying net tangible 
assets acquired. In accordance with changes in Canadian accounting standards, the balance of 
negative goodwill of $51.4 was added to the company’s retained earnings as of January 1, 2002 
as described in note 2 to-the consolidated financial statements. 


‘Provision for Claims 

Since 1985, in order to ensure so far as possible that the company’s provision for claims (often 
called ‘‘reserves’’) is adequate, management has established procedures so that the provision 
for claims at the company’s insurance, reinsurance and runoff operations are subject to several 
reviews, including by one or more independent actuaries. The reserves are reviewed separately 
by, and must be acceptable to, internal actuaries at each operating company, the chief actuary 
at Fairfax’s head office, and one or more independent actuaries, including an independent 
valuation actuary whose report appears in each Annual Report. 


As noted in the Valuation Actuary’s Report on page 29, Fairfax records the provision for claims 
on an undiscounted basis. Except in cases where the discount is offset by a credit in Fairfax’s 
acquisition accounting, Fairfax’s property and casualty insurance, reinsurance and runoff 
subsidiaries’ reserves are recorded on an undiscounted basis, in accordance with Fairfax’s 
accounting policy, and consequently none of these subsidiaries generate earnings by virtue of 
discounting reserves. 


In the ordinary course of carrying on their business, Fairfax’s insurance, reinsurance and runoff 
companies pledge their own assets as security for their own obligations to pay claims or to 
make premium (and accrued interest) payments. Common situations where assets are so 
pledged, either directly, or to support letters of credit issued for the following purposes, are 
-regulatory deposits (such as with states for workers compensation business), deposits of funds 
at Lloyd’s in support of London market underwriting, and the provision of security as a 
non-admitted company, as security for claims assumed or to support funds withheld 
obligations. Generally, the pledged assets are released as the underlying payment obligation is 
fulfilled. The $3.8 billion of cash and investments pledged by the company’s subsidiaries, 
referred to in note 3 to the financial statements, has been pledged in the ordinary course of 
business to support the subsidiary’s own obligations, as described in this paragraph (these 
pledges do not involve the cross-collateralization by one group company of another group 


company’s obligations). 


Claim provisions are established by the case method as claims are reported. The provisions are 
subsequently adjusted as additional information on the estimated amount of a claim becomes 
known during the course of its settlement. A provision is also made for management’s 
calculation of factors affecting the future development of claims including IBNR based on the 
volume of business currently in force and the historical experience on claims. 
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As time passes, more information about the claims becomes known and provision estimates are 
appropriately adjusted upward or downward. Because of the estimation elements encompassed 
in this process, and the time it takes to settle many of the more substantial claims, several years 
are required before a meaningful comparison of actual losses to the original provisions can be 
developed. 


The development of the provision for claims is shown by the difference between estimates of 
reserves as of the initial year-end and the re-estimated liability at each subsequent year-end. 
This is based on actual payments in full or partial settlement of claims, plus re-estimates of the 
reserves required for claims still open or claims still unreported. Unfavourable development 
means that the original reserve estimates-were lower than subsequently indicated. The $528.9 
aggregate unfavourable development in 2002, of which $336.1 relates to TIG (included in 
runoff), is comprised as shown in the following table: 


Canadian insurance subsidiaries (Gey) 
U.S. insurance subsidiaries Byfsil 
Reinsurance subsidiaries 128.9 
Runoff subsidiaries 364.6 

528.9 
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The following table presents a reconciliation of the provision for claims and loss adjustment 
expense (LAE) for the insurance, reinsurance and runoff lines of business for the past five years. 
As shown in the table, the sum of the provision for claims for all of Fairfax’s insurance, 
reinsurance and runoff subsidiaries is $21,165.1 as at December 31, 2002 — the amount shown 
as Provision for claims on Fairfax’s consolidated balance sheet on page 25. 


Reconciliation of Provision for Claims 
and LAE as at December 31 


2002 2001 2000 1999 1998 

Insurance subsidiaries owned 

throughout the year — net of 

indemnification Spo ILO) 5,603.8 5,538.5 4,258.2 1,107.6 
Insurance subsidiaries acquired 

during the year 64.0 D7, TA Any Gyi87-2; ©293,802.8 
Total insurance subsidiaries By 99/ SA0) S(OALES) 5,609.9 5,445.4 4,910.4 
Reinsurance subsidiaries owned 

throughout the year 3,669.0 Sn 3,641.3 Dy ves) 2,981.6 
Reinsurance subsidiaries acquired 

during the year HEZ - - 1,394.9 1,362.3 
Total reinsurance subsidiaries S,OOoeS BS 3,641.3 4,127.8 4,343.9 
Runoff subsidiaries owned 

throughout the year 4,438.8 2,448.6 De OVaT, 1b #3340) - 
Runoff subsidiaries acquired during 

the year - - - 873.3 - 
Total runoff subsidiaries 4,438.8 2,448.6 Oe, 2,606.3 - 
Federated Life 28.9 29.4 30:7 28.5 26.7 
Ranger indemnification - _ = - 14.0 
Total provision for claims and LAE 11,727.9 11,464.2 11,589.6 12,208.0 DAIS) 
Reinsurance gross-up Dod 2a 10,621.6 8,636.2 8,234.2 3,866.2 
Total including gross-up AVIS PO sieviss «= LOLA Ses OE) Asie | 


The seven tables that follow show the reconciliation and the reserve development of the 
insurance (Canadian and U.S.), reinsurance and runoff subsidiaries’ provision for claims, 
before the Swiss Re Cover. Cessions to the Swiss Re Cover by group for 2002 and prior years are 
set out under Swiss Re premium on page 65. Because business is written in various locations, 
there will necessarily be some distortions caused by foreign exchange fluctuations. The 
insurance subsidiaries’ tables are presented in Canadian dollars for the Canadian subsidiaries 
and in U.S. dollars for the U.S. subsidiaries. The reinsurance and runoff subsidiaries’ tables are 
presented in U.S. dollars as the reinsurance and runoff businesses are substantially transacted 


in that currency. 
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Canadian Insurance Subsidiaries 


The following table shows for Fairfax’s Canadian insurance subsidiaries the provision for 
claims liability for unpaid losses and LAE as originally and as currently estimated for the years 
1998 through 2002. The favourable or unfavourable development from prior years is credited 
or charged to each year’s earnings. | 


Reconciliation of Provision for Claims — 
Canadian Insurance Subsidiaries 


2002 2001 2000 1999 1998 
Provision for claims and LAE at January 1 934.8 896.1 890.4 818.8 764.0 


Incurred losses on claims and LAE 
Provision for current accident year’s claims 652.0 537.3°2)°S028) S60 mga 
Increase (decrease) in provision for prior 
accident years’ claims (1.7) 43.6 (A721) (8.0) (2.5) 


Total incurred losses on claims and LAE 650.3 580.9 485.7 553.0 542.8 


Payments for losses on claims and LAE 
Payments on current accident year’s claims (254.2), (245-9) (21510) 9 (23120) eso) 
Payments on prior accident years’ claims (297.9) (296.7) (265.0) (250.4) (248.6) 


Total payments for losses on claims and LAE (552.1) (542.2) (480.0) (481.4) (488.0) 


Provision for claims and LAE at December 31 1,033.0 934.8 896.1 890.4 818.8 


The company strives to establish adequate provisions at the original valuation date. It is the 
company’s objective to have favourable development from the past. The reserves will always be 
subject to upward or downward development in the future. 


The following table shows for Fairfax’s Canadian insurance subsidiaries the original provision 
for claims reserves including LAE at each calendar year-end commencing in 1992 with the 
subsequent cumulative payments made from these years and the subsequent re-estimated 
amount of these reserves. The following Canadian insurance subsidiaries’ reserves are included 
from the respective years in which such subsidiaries were acquired: 


Year 

Acquired 

Markel 1985 
Federated 1990 
Commonwealth 1990 
Lombard (and CRC (Bermuda)) 1994 
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Provision for Canadian Insurance Subsidiaries’ Claims Reserve Development 
As at 
December 31 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 


Provision for claims including LAE = 179.6 185.0 673.8 695.3 746.1 764.0 818.8 890.4 896.1 934.8 1,033.0 
Cumulative payments as of: 


One year later $6.8 63.0 233.8 219.9 238.9 248.6 250.4 265.0 296.7 297.9 
Two years later 87.9 105.5 351.6 355.0 386.4 392.7 409.9 439.6 489.1 
Three years later 110.6 127.4 457.7 455.3 494.0 504.8 536.7 594.8 

Four years later IGA 9147-3: 925299 1552.0 S771 988.6) 642.9 

Five years later HS Fes WS 9SS) O///e3  IO5e8) OS9.4) (65 Le7, 

Six years later 146.0 166.0 612.7 628.0 672.7 

Seven years later 150.6 170.9 645.7 653.5 

Eight years later : WS41 173:0 663.2 

Nine years later ISHS AGEN 

Ten years later 15921 

Reserves re-estimated as of: 

One year later W/O NS TLSe OF 9018.0 a4 O16) -810:89 673-3) 9597 9881 
Two years later 174.8 191.8 676.8 692.9 743.4 758.6 808.3 902.5 948.1 
Three years later 171.8 197.8 685.7 704.4 748.5 757.0 833.8 915.4 

Four years later 177.5 198.7 688.8 707.1 750.2 780.5 842.0 

Five years later 177.4 199.3 695.9 705.7 764.6 788.6 

Six years later 178.0 197.7 694.5 718.1 774.4 

Seven years later 175.9) 198-8) 7097. 727.0) 

Eight years later 178.0 198.7 718.0 

Nine years later 177.4 208.2 

Ten years later 186.4 


Favourable (unfavourable) 
development (6.8) (23.2) (44.2) (31.7) (28.3) (24.6) (23.2) (25.0) (52.0) alGY/ 


Note that when in any year there is a reserve strengthening or redundancy for a prior year, the 
amount of the change in favourable (unfavourable) development thereby reflected for that 
prior year is also reflected in the favourable (unfavourable) development for each year 


thereafter. 


After $43.6 of unfavourable development in 2001, as explained in the 2001 Annual Report, the 
Canadian insurance subsidiaries had favourable development of $1.7 in 2002, consisting of 
favourable development at Federated ($8.8) and Lombard ($4.8), partially offset by 
unfavourable development at Markel ($2.0) and Commonwealth ($9.9). Markel’s adverse 
development resulted from changes in internal claim management practices and primarily 
affected the 1999 and 2000 accident years; it has been conservatively treated as adverse 
development rather than as an earlier recognition of the losses with an offsetting reduction in 
IBNR. Commonwealth’s adverse development relates to exposure on pre-1990 claims. 


Future development could be significantly different from the past due to many unknown 


factors. 


U.S. Insurance Subsidiaries 

The following table shows for Fairfax’s U.S. insurance subsidiaries the provision for claims 
liability for unpaid losses and LAE as originally and as currently estimated for the years 1998 
through 2002. The favourable or unfavourable development from prior years is credited or 


charged to each year’s earnings. 
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Reconciliation of Provision for Claims — 
U.S. Insurance Subsidiaries 


Provision for claims and LAE at 
January 1 for Ranger, for C&F and 
Falcon beginning in 1999, for TIG 
beginning in 2000, for Seneca 
beginning in 2001 and for 
Winterthur (Asia) beginning in 2002 


Incurred losses on claims and LAE 
Provision for claims and LAE for TIG 
transferred to runoff at January 1 


Provision for current accident year’s 
claims 

Increase in provision for prior 
accident years’ claims 


Total incurred losses on claims and LAE 


Payments for losses on claims and LAE 
Payments on current accident 
year’s claims 
Payments on prior accident 
years’ claims 


Total payments for losses on claims 
and LAE 


Provision for claims and LAE at 
December 31 

Provision for claims and LAE for Old 
Lyme at December 31 

Provision for claims and LAE for 
Winterthur (Asia) at December 31 

Provision for claims and LAE for Seneca 
Insurance at December 31 

Provision for claims and LAE for TIG 
Specialty Insurance 
at December 31 

Provision for claims and LAE for C&F at 
December 31 

Provision for claims and LAE for Falcon 
at December 31 


Provision for claims and LAE for U.S. 
insurance subsidiaries at December 31 
before indemnification 

Reserve indemnification 


Provision for claims and LAE for U.S. 
insurance subsidiaries after 
indemnification 

Exchange rate 

Converted to Canadian dollars 


2002 2001 2000 1999 1998 
(USS) (USS) (USS) (USS) (USS) 
2,941.0 3,138.3") 3,138.6 2,693.9 184.0 
(1,242.6) S - = . 
628.6 1,448.3 , 1,317.1 624.7 104.5 
23.6 69.4 284.8 29.8 43.8 
C5225 151777 1609 654.5 148.3 
(179.4) (434.7) (434.6) ~— (272.5) (40.5) 
(602.6) (1,296.4) (1,215.1) (755.3) (70.1) 
(782.0) (1,731.1) (1,649.7) (1,027.8) (110.6) 
1,568.6 2,9249 3,090.8 2,320.6 DIT 
40.5 3 - = 2 

S 16.1 = S e 

a S 47.5 x 2 

= = = 818.0 z 

= 2 = ep SAGES 

= _ _ le 5.5 
1,609.1 2,941.0 3,138.3 3,138.6 2,693.9 
is = : . (34.0) 
1,609.1 2,941.0 3,138.3 3,138.6 2,659.9 
1.5798 ~ 1:5963, 15020 #4513 1:5382 


C$2,542.0 C$4,694.7 C$4,713.8 C$4,555.0 C$4,091.6 


The company strives to establish adequate provisions at the original valuation date. It is the 


company’s objective to have favourable development from the past. The reserves will always be 


subject to upward or downward development in the future. 
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The following table shows for Fairfax’s U.S. insurance subsidiaries the original provision for 


claims reserves including LAE at each calendar year-end commencing in 1993 (the date of 


Ranger’s acquisition) with the subsequent cumulative payments made from these years and the 


subsequent re-estimated amounts of these reserves. The following U.S. insurance subsidiaries’ 


reserves are included from the respective years in which such subsidiaries were acquired: 


Ranger 

C&F 

Falcon 

TIG 

Seneca 
Winterthur (Asia) 
Old Lyme 


Year Acquired 


Provision for U.S. Insurance Subsidiaries’ Claims Reserve Development 


As at 
December 31 


Provision for claims 
including LAE 

Provision for claims 
including LAE for TIG 
(transferred to runoff) 


Provision for claims 
including LAE 

Cumulative payments as of: 

One year later 

Two years later 

Three years later 

Four years later 

Five years later 

Six years later 

Seven years later 

Eight years later 

~ Nine years later 


Reserves re-estimated as of: 

One year later 

Two years later 

Three years later 

Four years later 

Five years later 

Six years later 

Seven years later 

Eight years later 

Nine years later 

Favourable (unfavourable) 
development 


1993 
1998 
1998 
1999 
2000 
2001 
2002 
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 
(US$) (US$) (US$) (USS) (US$) (US$) (US$) (US$) ~— (US$) ~~—- (US$) 
173.9 154.9 157.8 187.6 184.0 2,693.9 3,138.6 3,138.3 2,941.0 2,998.3 
= = e = zs — (769.0) (1,130.4) (1,242.6) (1,389.2) 
173.9 154.9 157.8 187.6 184.0 2,693.9 2,369.6 2,007.9 1,698.4 1,609.1 
78.5 89.1 69.4 79.8 70.1 755.3 804.7 807.3 602.6 
141.7 130.0 119.9 125.3 128.0 1,363.2 1,428.1 1,193.4 
169.3 158.7 135.2 157.5 168.9 1,822.7 1,701.8 
185.8 166.9 155.2 184.1 212.8 2,067.3 
188.3 179.9 171.8 204.6 222.7 
194.4 193.9 174.8 209.3 
197 193 361753 
196.5 192.7 
195.3 
171.4 191.0 183.2 196.3 227.8 2,723.7 2,406.8 1,998.5 1,722.0 
199.6 206.9 190.9 229.1 236.3 2,715.8 2,460.8 2,016.8 
214.5 216.8 210.8 236.3 251.9 2,765.8 2,474.2 
222.2 226.0 212.9 246.7 279.0 2,781.0 
227.6 229.8 216.2 261.1 279.0 
229.4 232.0 220.6 261.1 
232.9 235.7 220.6 
236.8 235.7 
236.8 
(62.9) (80.8) (62.8) (73.5) (95.0) (87.1) (104.6) (8.9) (23.6) 


Note that when in any year there is a reserve strengthening or redundancy for a prior year, the 
amount of the change in favourable (unfavourable) development thereby reflected for that 
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prior year is also reflected in the favourable (unfavourable) development for each year 
thereafter. 


The U.S. insurance subsidiaries had unfavourable development of US$23.6 in 2002. Crum & 
Forster’s adverse development of US$20.9 resulted from World Trade Center losses of US$1.3, 
uncollectible third party deductibles of US$4.2, uncollectible reinsurance and commutation 
costs of US$2.8, involuntary pools of US$3.4 and unallocated loss adjustment expenses of 
US$3.3, as well as a strengthening of asbestos, hazardous waste and other latent reserves for 
accident years 1998 and prior by US$67.8 which was partially offset by redundancies of 
US$61.9 in non-latent reserves for the same period. Falcon had adverse development of 
US$3.0, resulting from a reallocation of reinsurance recoveries between accident years, while 
TIG’s continuing business (including Ranger) had favourable development of US$0.3 (TIG’s 
unfavourable development on its discontinued business is included in the runoff segment). 
Seneca had no significant changes in its prior years’ reserve estimates. 


Future development could be significantly different from the past due to many unknown 
factors. 


Reinsurance Subsidiaries 

The following table shows for Fairfax’s reinsurance subsidiaries the provision for claims 
liability for unpaid losses and LAE as originally and as currently estimated for the years 1998 
through 2002. The favourable or unfavourable development from prior years is credited or 
charged to each year’s earnings. 


Reconciliation of Provision for Claims — 
Reinsurance Subsidiaries 
2002 2001 2000 1999 1998 
(US$) (US$) (US$) (US$) (US$) 
Provision for claims and LAE at 
January 1 (in 1997, only for 
Odyssey Reinsurance 
(New York) and Wentworth) 2,102.8 2,424.3 2,844.2 2,824.0 DANS Tee 
Provision for claims and LAE 
for CTR, Sphere Drake, 
RiverStone Stockholm and 
Dai Tokyo (UK) (transferred 
to runoff) - (388.2) (67.4) (1,264.4) - 


Adjusted provision for claims 
and LAE at January 1 ZALOZS 2,036.1 2,776.8 155956 2 AST 


Incurred losses on claims and 

LAE 
Provision for current accident 

year’s claims 926.1 Hse Ko) 523.6 623.7 504.3 
Increase (decrease) in provision 

for prior accident years’ 

claims 82.0 45.8 62.1 (15.9) 26.0 
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Total incurred losses on claims 
and LAE 


Payments for losses on claims 
and LAE 

Payments on current accident 
year’s claims 

Payments on prior accident 
years’ claims 


Total payments for losses on 
claims and LAE 


Provision for claims and LAE at 
December 31 

Provision for claims and LAE 
for RiverStone Stockholm and 
ORC Re at December 31 

Provision for claims and LAE 
for TIG Re at December 31 

Provision for claims and LAE 
for First Capital at 
December 31 


Provision for claims and LAE 
for reinsurance subsidiaries at 
December 31 

Exchange rate 

Converted to Canadian dollars 


2002 2001 2000 1999 1998 
(USS) (USS) (USS) (USS) (USS) 
1,008.1 785.4 585.7 607.8 530.3 
(215.0) (100.2) (36.9) (6.4) (292.3) 
(573.5) (618.5) —- (901.3) (277.9) (457.3) 
(788.5) (787) ©38:2). wesasy 0974916) 
D207 A EQ1008 24243 1 ey'gsa4" 1038.4 
2 s “ 885.6 

= zs a 961.1 a 

10.3 = e 2 = 

2 B20 7a O02 Be 2 49490 RAL. = 289410 
1.5798 1.5963 1.5020 1.4513 1.5382 


C$3,685.2 C$3,356.7 C$3,641.3 C$4,127.8 C$4,343.9 


The company strives to establish adequate provisions at the original valuation date. It is the 
company’s objective to have favourable development from the past. The reserves will always be 


subject to upward or downward development in the future. 


The following table shows for Fairfax’s reinsurance subsidiaries the original provision for 
claims reserves including LAE at each calendar year-end commencing in 1996 (the date of 
Odyssey Reinsurance (New York)’s acquisition) with the subsequent cumulative payments 
made from these years and the subsequent re-estimated amount of these reserves. The 


following reinsurance subsidiaries’ reserves are included from the respective years in which 


such subsidiaries were acquired: 


Wentworth 


Odyssey Reinsurance (New York) 
CTR (transferred to runoff January 1, 2001) 

Sphere Drake (transferred to runoff July 1, 1999) 
TIG Re (now Odyssey America Re) 


First Capital 


1996 
1996 
1997, 
19Oy, 
1999 
2002 
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Provision for Reinsurance Subsidiaries’ Claims Reserve Development 
As at December 31 1996 1997 1998 1999 2000 2001 2002 
(US$) (US$) (US$) (US$) (US$) (US$) (US$) 

Provision for claims 

including LAE 858.5 2,157.7 2,824.0 2,844.72 403 2107S 2 o52e7 
Provision for claims 

including LAE for Sphere 

Drake, RiverStone 

Stockholm and Dai Tokyo 

(UK) (transferred to runoff) — (886.5) (1,264.4) (67.4) - ~ ~ 
Provision for claims 

including LAE for CTR 


(transferred to runoff) — (420.4) (451.7) (546.5) (388.2) - ~ 
Adjusted provision for claims 
including LAE $58.5 850.8 1,107.9 2,230.3 20361 2102 6 saz 
Cumulative payments as of: 
One year later 19s 124-9 50:3: 630.85) «6185.97 973 
Two years later 229 A Zoi 180.1 _ 1,111.82 1,033.0 
Three years later 3140 5332-6 288.5 1,403.9 
Four years later 387.6 410.0 SOAS! 
Five years later 447.8 464.4 
Six years later 505.3 
Reserves re-estimated as of: 
One year later 850.6, (833.6%, 1,113.9) .2,239:5 ~ 2,081.9. 2,182.6 
Two years later S343" S40 SR IIS 2 2,262 eee, oe 
Three years later 857.2 847.8 1,117.8 2,348.0 
Four years later $68. 95320) 32-2 
Five years later 85Ze1e S19.6 
Six years later 851.9 


Favourable (unfavourable) 
development 6.6 Biles (24.3) (117.7) (139.7) (82.0) 


Note that when in any year there is a reserve strengthening or redundancy for a prior year, the 
amount of the change in favourable (unfavourable) development thereby reflected for that 
prior year is also reflected in the favourable (unfavourable) development for each year 
thereafter. 


The unfavourable development of US$82.0 in 2002 was due to adverse development on the 
1996 to 2000 casualty business (US$95.0) in the Americas division (mostly from excess general 
liability, excess workers compensation and excess medical malpractice) and the London 
division (mostly from E&O, D&O, commercial auto liability and proportional quota shares on 
U.S. MGA-controlled program business) and a strengthening of APH reserves for years prior to 
1995 (US$15.0), partially offset by favourable development on the 2001 accident year of 
US$11.0 and 1995 and prior years of US$17.0. The unfavourable development of US$82.0 in 
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2002 and of $45.8 in 2001 to a large extent reflected the soft insurance markets of the late 
1990s. 


Future development could be significantly different from the past due to many unknown 
factors. 


Runoff Subsidiaries 


The following table shows for Fairfax’s runoff subsidiaries the provision for claims liability for 
unpaid losses and LAE as originally and as currently estimated since 1998 (the date of 
RiverStone Stockholm ’s acquisition). The favourable or unfavourable development from prior 
years is credited or charged to each year’s earnings. 


US) 
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Reconciliation of Provision for Claims — 
Runoff Subsidiaries 


Provision for claims and LAE at 
January 1 for RiverStone Stockholm 
and Sphere Drake, and for TRG 
beginning in 2000 

Provision for claims and LAE for CTR 
and Dai Tokyo (UK) (transferred to 
runoff) 

Provision for claims and LAE for TIG 
(transferred to runoff) 


Incurred losses on claims and LAE 
Foreign exchange effect on claims 
Provision for current accident year’s 

claims 
Increase in provision for prior accident 
years’ claims 


Total incurred losses on claims and LAE 


Payments for losses on claims and LAE 
Payments on current accident year’s 
claims 
Payments on prior accident years’ 
claims 


Total payments for losses on claims and 
LAE 


Provision for claims and LAE at 
December 31 

Provision for claims and LAE for TRG at 
December 31 


Provision for claims and LAE for runoff 
subsidiaries at December 31 

Exchange rate 

Converted to Canadian dollars 


2002 2001 2000 1999 
(US$) (US$) (US$) (US$) 
SoS 1,536.4 LIS:8 1,264.5 
- 388.2 67.4 - 
1,242.6 - = ss 
2,776.5 1,924.6 1,863.2 1,264.5 
hley/ 24.8 5.0 (19.1) 
647.6 46.5 SSH 187.8 
232.0 184.8 123.1 40.7 
OATES 2S Onl 283.8 209.4 
(132.8) 0.1 (46.7) (99.4) 
(745.3) (646.9) (563.9) (180.4) 
(878.1) (646.8) (610.6) (279.8) 
2,809.7 Loos! 1,536.4 1,194.1 
= = - 601.7 
2,809.7 jaye tae, 1,536.4 IL wie Sys: 
5798 1.5963 1.5020 1.4513 


C$4,438.8 


C$2,448.6 


C$2,307.7 


C$2,606.3 


The unfavourable development of US$232.0 in 2002 related to additional development of 
TIG’s and Sphere Drake’s reserves of US$213.9 and US$28.1 respectively, partially offset by 
favourable development of RiverStone (UK)’s reserves of US$10.0. The major portion (about 


US$160) of the development of TIG’s reserves related to workers compensation, sports and 


leisure general liability and medical malpractice business; the reserve increases in these 
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businesses were mainly from the 2000 and 2001 accident years, although the workers 
compensation line also experienced significant development on older accident years following 
a comprehensive review of aged pending cases. The major portion of the rest of TIG’s 
development related to environmental (ECRA) and excess casualty lines, and the commutation 
of a ceded aggregate stop loss treaty; the development in these areas was largely from older 
accident years. 


The company strives to establish adequate provisions at the original valuation date. It is the 
company’s objective to have favourable development from the past. The reserves will always be 
subject to upward or downward development in the future. 


Asbestos, Pollution and Other Hazards 

Note: In this Asbestos, Pollution and Other Hazards section, figures and amounts are in US$ and 
$ millions except as otherwise indicated. Figures may not add due to rounding. Comparative figures 
have been restated from those disclosed in the 2001 Annual Report to reflect the uniform exclusion of 
unallocated loss adjustment expenses. 


General APH Discussion 
A number of Fairfax’s subsidiaries wrote general liability policies and reinsurance prior to their 
acquisition by Fairfax under which policyholders continue to present asbestos-related injury 
claims, claims alleging injury, damage or clean up costs arising from environmental pollution, 
and other health hazard related claims (APH). The vast majority of these claims are presented 
under policies written many years ago. 


There is a great deal of uncertainty surrounding these claims. This uncertainty impacts the 
ability of insurers and reinsurers to estimate the ultimate amount of unpaid claims and related 
settlement expenses. The majority of these claims differ from any other type of contractual 
claim because there is little consistent precedent to determine what, if any, coverage exists or 
which, if any, policy years and insurers/reinsurers may be liable. These uncertainties are 
exacerbated by inconsistent court decisions and judicial and legislative interpretations of 
coverage that in some cases have eroded the clear and express intent of the parties to the 
insurance contracts and in others have expanded theories of liability. The industry as a whole 
‘is engaged in extensive litigation over these coverages and liability issues and is thus 
confronted with continuing uncertainty in its efforts to quantify APH exposures. As a result, 
conventional actuarial reserving techniques cannot be used to estimate the ultimate cost of 
such claims because of inadequate development patterns and inconsistent emerging legal 


doctrine. 


Since Fairfax’s acquisition of an interest in TRG in 1999, RiverStone has managed the group’s 
direct APH claims. In light of the intensive claim settlement process for these claims, which 
involves comprehensive fact gathering and subject matter expertise, management believes it is 
prudent to have a centralized claim facility to handle these claims on behalf of all the Fairfax 
groups. RiverStone’s APH claim staff focuses on defending the company’s groups against 
unwarranted claims, pursuing aggressive claim handling and proactive resolution strategies, 
and minimizing costs. Over half of the members of this staff are attorneys experienced in 
asbestos and environmental pollution liabilities. At OdysseyRe a dedicated claim unit also 
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manages its APH exposure. This unit performs audits of company policyholders with 
significant asbestos and environmental pollution to assess their potential liabilities. This unit 
also monitors developments within the insurance industry having a potential impact on their 
reserves. 


Following is an analysis of Fairfax’s gross and net loss and ALAE reserves from APH exposures at 
year-end 2002, 2001, and 2000 and the movement in gross and net reserves for those years: 


2002 2001 2000 
Gross Net Gross Net Gross Net 
U.S. Companies 
Provision for APH claims and ALAE 
at January 1 2,044.8 825.3 2,042.7 769.8 2,360.7 780.3 
APH losses and ALAE incurred 
during the year Ath Ome @ Kore 239 eel Se 365.7 140.7 
APH losses and ALAE paid during 
the year Sls) 64.8 287.0 63.7 683.60) = love 
Provision for APH claims and ALAE 
at December 31 1,941.5 876.6 2,044.8 825.3 2,042.7 769.8 
European Companies 
Provision for APH claims and ALAE 
at January 1° 154.3 102.4 320.6 224.4 260.5 164.0 
APH losses and ALAE incurred Sean 
during the year BO Io OR Pe We) 45.0 50.6 
APH losses and ALAE paid during 
the year on 10.9 197.0 145.6 16.5 13.8 
Provision for APH claims and ALAE 
at December 31 184.2 108.5 L543: 10224 289.1 200.8 
Fairfax Total 
Provision for APH claims and ALAE 
at January 1 2,199.1 927.7 2,363.3 994.2 2,621.2 9443 
APH losses and ALAE incurred 
during the year Weis. all esepy4 319.8 14277 AIO.” 29S 
APH losses and ALAE paid during 
the year 330.5 TSel 484.0 209.2 700.1 164.9 
Provision for APH claims and ALAE 
at December 31 PIS Tt SIE, 2 SEI SM Pen SADA 


(1) Reflects the inclusion of Dai Tokyo (UK) commencing in 2001 


In 2001, the Fairfax groups commuted their assumed liabilities and reinsurance recoverables 
(excluding certain facultative contracts) balances with Equitas, and settled another 
commutation involving substantial APH exposure which impacted the reported paid results 
and reduced the outstanding APH exposures for the European subsidiaries by almost half. In 
2000, there was a buyback and cancellation of a major APH exposure policy in Crum & Forster 
(C&F) (note that the current Crum & Forster is only a small portion of the much larger 
insurance operation known some time back as Crum & Forster before it was divided into 
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various companies which were sold separately by Talegen). These commutations were 
beneficial to the company. However, because a commutation (which includes for this purpose 
a buyback and cancellation) constitutes a prepayment of the commuted claims, the effect of 
these commutations on the preceding table is to create an unrepresentative amount of paid 
claims in the year of commutation. 


Asbestos Claim Discussion 

Asbestos continues to be the most significant and difficult mass tort for the insurance industry 
in terms of claims volume and dollar exposure. The company believes that the insurance 
industry has been adversely affected by judicial interpretations that have had the effect of 
maximizing insurance recoveries for asbestos claims, from both a coverage and liability 
perspective. Generally speaking, only policies underwritten prior to 1986 have potential 
asbestos exposure, since most policies underwritten after this date contained an absolute 
asbestos exclusion. 


Over the past few years the industry has experienced an increase over prior years in the number 
of asbestos claimants, including claims by individuals who do not appear to be impaired by 
asbestos exposure. It is generally expected throughout the industry that this trend will 
continue. The reasons for this evident increase are many: more intensive advertising by lawyers 
seeking additional claimants, increased focus by plaintiffs on new and previously peripheral 
defendants, and an increase in the number of entities seeking bankruptcy protection. To date, 
this continued flow of claims has forced approximately 60 manufacturers and users of asbestos 
products into bankruptcy. These bankruptcies have, in turn, aggravated both the volume and 
the value of claims against viable asbestos defendants. Accordingly, there is a high degree of 
uncertainty with respect to future exposure from asbestos claims, both in identifying which 
additional insureds may become targets in the future and in predicting the total number of 
asbestos claimants. 


Many coverage disputes with insureds are resolved only through aggressive settlement efforts. 
Settlements involving bankrupt insureds may include extensive releases which are favorable to 
the company’s subsidiaries, but which could result in settlements for larger amounts than 
_ originally expected. As it has done in the past, RiverStone will continue to aggressively pursue 


settlement opportunities. 


Early asbestos claims focused on manufacturers and distributors of asbestos-containing 
products. Thus, the claims at issue largely arose out of the products hazard and typically fell 
within the policies’ aggregate limits of liability. Increasingly, insureds have been asserting that 
their asbestos claims are not subject to these aggregate limits and that each individual bodily 
injury claim should be treated as a separate occurrence, potentially creating even greater 
exposure for primary insurers. Generally, insureds who assert these positions are installers of 
asbestos products or property owners who allegedly had asbestos on their property. In 
addition, in an effort to seek additional insurance coverage some insureds that have eroded 
their aggregate limits are submitting new asbestos claims as “non-products” or attempting to 
reclassify previously resolved claims as non-products claims. The extent to which insureds will 
be successful in obtaining coverage on this basis is uncertain, and, accordingly, it is difficult to 
predict the ultimate size of the claims for coverage not subject to aggregate limits. 
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Following is an analysis of Fairfax’s gross and net loss and ALAE reserves from asbestos 
exposures at year-end 2002, 2001, and 2000 and the movement in gross and net reserves for 
those years (throughout this section TIG includes Ranger, and for consistency and the best 
presentation for understanding, TIG and IIC are presented separately, notwithstanding their 
merger in December 2002): 


2002 2001 2000 
Gross Net Gross Net Gross Net 
U.S. Companies 
Provision for asbestos claims and 
ALAE at January 1 WAV 2A 44533 171509) 3735 25a eee 
Asbestos losses and ALAE incurred 
during the year 180.7 126.6 209.8 93.9 405.6 135.7 
Asbestos losses and ALAE paid 
during the year 149.0 36.1 188.3 224 $10.1 56.4 
Provision for asbestos claims and 
ALAE at December 31 120471, 33:8 L724 445.37) ol SO SRS cas 
European Companies 
Provision for asbestos claims and 
ALAE at January 1" 96.6 60.1 246.3 165.9 188.9 111.4 
Asbestos losses and ALAE incurred 
during the year 34.4 WEP) 28.3 ZA, 38.4 4in2 
Asbestos losses and ALAE paid 
during the year 3.4 6.8 173209 1275 12S 10.3 
Provision for asbestos claims and 
ALAE at December 31 2726 65.5 96.6 60.1 214.8 142.3 
Fairfax Total 
Provision for asbestos claims and 
ALAE at January 1” 1;269.0" *SOSi47 “1,397.4 9539.3 444.2 40525 
Asbestos losses and ALAE incurred 
during the year 25:1 ~138-9 296.1) ALS.6 444.0 176.9 
Asbestos losses and ALAE paid 
during the year 152.4 42.9 366.4 149.5 522.6 66.7 
Provision for asbestos claims and 
ALAE at December 31 oote eGOlesu al 269 On 505 4a sO5 Ooo 


(1) Reflects the inclusion of Dai Tokyo (UK) commencing in 2001 
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Following is an analysis of Fairfax’s U.S. based subsidiaries’ gross and net loss and ALAE 
reserves for asbestos exposures at year-end 2002, 2001, and 2000 and the movement in gross 


and net reserves for those years: 


ILC 

Provision for asbestos claims and 
ALAE at January 1 

Asbestos losses and ALAE incurred 
during the year 

Asbestos losses and ALAE paid 
during the year 

Provision for asbestos claims and 
ALAE at December 31 


C&F 

Provision for asbestos claims and 
ALAE at January 1 

Asbestos losses and ALAE incurred 
during the year 

Asbestos losses and ALAE paid 
during the year 

Provision for asbestos claims and 
ALAE at December 31 


OdysseyRe™ 

Provision for asbestos claims and 
ALAE at January 1 

Asbestos losses and ALAE incurred 
during the year 

Asbestos losses and ALAE paid 
during the year 
Provision for asbestos claims and 

- ALAE at December 31 


TIG 

Provision for asbestos claims and 
ALAE at January 1 

Asbestos losses and ALAE incurred 
during the year 

Asbestos losses and ALAE paid 
during the year 

Provision for asbestos claims and 
ALAE at December 31 


2002 

Gross Net Gross 
674.6 104.3 661.0 
49.5 40.9 932 
83.7 4.9 LIT 
640.3 140.3 674.6 
ASS) Pasi 236.2 
103.7 67.5 HSE) 
Sy 30.9 50.6 
333.5 264.8 ZolES 
193.8 107.4 205.6 
20.8 ihihey/ 39.6 
24.9 ileal 51.4 
189.7. 118.0 IDB 
42.6 5.4 48.1 
6.7 6.5 Te 
8.8 (0.8) 6.6 
40.5 12.6 42.6 


2001 


Net 


100.7 


8.9 


Dae: 


104.3 


174.1 


69.3 


tS 


228.1 


89.2 


Ilse) 


(2.5) 


107.4 


9.4 


0.1 


4.1 


5.4 


Gross 


44.8 


8.7 


3.4 


48.1 


2000 


Net 


62.6 


47.8 


Dll 


100.7 


164.4 


OOS 


29.6 


174.1 


54.7 


50.3 


15.8 


89.2 


P25 


(1.8) 


1S 


9.4 


(1) Net reserves presented for OdysseyRe exclude cessions under a stop loss agreement with ORC Re 
Limited, a wholly-owned subsidiary of Fairfax. In its financial disclosures OdysseyRe reports net 
reserves inclusive of cessions under this reinsurance protection. 
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The most significant individual asbestos exposures involve traditional defendants who 
manufactured, distributed or installed asbestos products on a nationwide basis. IIC, which 
underwrote insurance generally for Fortune 500 type risks between 1971 and 1986 with mostly 
high layer excess liability coverages (as opposed to primary or umbrella policies), is exposed to 
these risks and has the bulk of the direct asbestos exposure within Fairfax. While these insureds 
are relatively small in number, asbestos exposures for such entities have increased recently due 
to the rising volume of claims, the erosion of much of the underlying limits, and the 
bankruptcies of target defendants. As reflected above, these direct liabilities are very highly 
reinsured. 


Fairfax’s other U.S. based insurers have asbestos exposure related mostly to insureds that are 
peripheral defendants, including a mix of manufacturers, distributors, and installers of 
asbestos-containing products as well as premise owners. For the most part, these insureds are 
defendants on a regional rather than nationwide basis. As the financial assets and insurance 
recoveries of traditional asbestos defendants have been depleted, plaintiffs are increasingly 
focusing on these peripheral defendants. C&F is experiencing an increase in asbestos claims on 
first umbrella policies; compared to IIC, these tend to be smaller insureds with a lower amount 
of limits exposed. OdysseyRe has asbestos exposure arising from reinsurance contracts entered 
into before 1984 under which liabilities, on an indemnity or assumption basis, was assumed 
from ceding companies primarily in connection with general liability insurance policies issued 
by such cedants. OdysseyRe was part of the Fairfax-wide commutation with Equitas in 2001 
and recorded the proceeds received from Equitas as negative paid losses. This served to depress 
losses paid during that year. TIG has both direct and reinsurance assumed asbestos exposures. 
Like C&F, the direct exposure is characterized by smaller, regional businesses. Asbestos claims 
presented to TIG have been, for the most part, primary general liability. TIG’s net retention on 
its direct exposure is protected by an $89 asbestos and environmental (A&E) reinsurance cover 
provided by Pyramid Insurance Company (owned by Aegon) which is fully collateralized and 
reflected in the above table. Additionally, TIG’s assumed exposure is reinsured by ARC 
Insurance Company (also owned by Aegon) and the current ceded balance of $170, for all 
claim types, is fully collaterized. 


Illustrating the above discussion, the following tables present analyses of the underwriting 
profiles of IIC, C&F, and TIG. The first table is an analysis of the estimated distribution of all 
policies, listed by attachment point, against which asbestos claims have been presented: 


Estimated % 
of Total Policies 


Attachment Point IIC C&F TIG 


$0 to $1 9% 84% 77% 
$1 to $10 26% 13% 9% 
$10 to $20 31% 1% 4% 
$20 to $50 17% 1% 2% 
Above $50 17% 1% 8% 
Total 100% 100% 100% 
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The next table is similar, showing the distribution of these same policies by the total amount of 
limits, as opposed to the total number of policies: 


Estimated % of 
Total Policy Limits 


Attachment Point TIC C&F TIG 
$0 to $1 5% 66% 15% 
$1 to $10 19% 26% 30% 
$10 to $20 29% 2% 11% 
$20 to $50 ’ 20% 3% 9% 
Above $50 27% 3% 35% 
Total 100% 100% 100% 


Reserves for asbestos cannot be estimated with traditional loss reserving techniques that rely 
on historical accident year loss development factors. Because each insured presents different 
liability and coverage issues, two of the company’s subsidiaries, IIC and C&F, which have the 
bulk of Fairfax’s asbestos liabilities, evaluate their asbestos exposure on an insured-by-insured 
basis. Since the mid-1990s these entities have utilized sophisticated, non-traditional 
methodologies, which draw upon company experience and supplemental databases to assess 
asbestos liabilities on reported claims. The methodology utilizes a comprehensive ground-up, 
exposure-based analysis, which constitutes industry “best practice’ approach for asbestos 
reserving. The methodology was initially critiqued by outside legal and actuarial consultants 
and the results are annually reviewed by independent actuaries, all of whom have consistently 
found the methodology comprehensive and the results reasonable. 


In the course of the insured-by-insured evaluation, the following factors are considered: 
available insurance coverage, including the role of any umbrella or excess insurance which 
have been issued to the insured; limits, deductibles and self insured retentions; an analysis of 
each insured’s potential liability; the jurisdictions involved; past and anticipated future 
asbestos claim filings against the insured; loss development on pending claims; past settlement 
values of similar claims; allocated claim adjustment expenses; the potential role of other 
insurance; and applicable coverage defenses. The evaluations are based on current trends 
without any assumption of potentially favorable legislation in the future. 


In addition to estimating liabilities for reported asbestos claims, IIC and C&F estimate reserves 
for additional claims to be reported in the future as well the reopening of any claim closed in 
the past. This component of the total reported IBNR reserve is estimated using information as 
to the reporting patterns of known insureds, historical settlement costs per insured, and 
characteristics of insureds such as limits exposed, attachment points, and the number of 


coverage years. 


Once the gross ultimate exposure for indemnity and allocated loss adjustment expense is 
determined for each insured and policy year, IC and C&F estimate the amount ceded to 
reinsurers by reviewing the applicable facultative and treaty reinsurance, and examining past 


ceded claim experience. 


87 


FAIRFAX FINANCIAL HOLDINGS LIMITED 


Given the maturity of its asbestos reserving methodology and the favorable comments received 
from outside parties, both IIC and C&F believe that the approach is reasonable and 
comprehensive. 


Since their asbestos exposure is considerably less than IIC and C&F, OdysseyRe and TIG do not 
use the above methodology to establish asbestos reserves. Case reserves are established where 
sufficient information has been developed to indicate the involvement of a specific insurance 
policy, and at OdysseyRe may include an additional amount as determined by the company’s 
dedicated asbestos and environmental pollution claims unit based on the claims audits of 
cedants. In addition, bulk IBNR reserves based on various methods such as loss development, 
market share, and frequency and severity utilizing industry benchmarks of ultimate liability 
are established to cover additional exposures on both reported and unasserted claims as well as 
for allocated claim adjustment costs. 


The following table presents the carried gross reserves at IIC and C&F by insured category: 


Average 
Number of % of Total Total % of Total Reserve 
Accounts 2002 Paid Reserves Reserves per Account 
IIc 
Accounts with 
Settlement Agreements 
Structured Settlements 1 0.2% 47.6 7.4% 48 
Coverage in Place i 95.1% 290.8 45.4% 42 
Total 8 952276 338.4 52.8% 42 
Other Open Accounts 
Active” 13 2.2% SVS) 9.0% 4 
Not Active 159 1.7% 89.8 14.0% 1 
Total WP 3.9% 147.6 23-100 1 
Additional Unallocated 
IBNR - - 111.0 L736 
Total Direct 180 99.1% 597.0 O32 
Assumed Reinsurance 0.9% 43.3 6.8% 
Total 100.0% 640.3 100.0% 
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Average 


Number of % of Total Total % of Total Reserve 
Accounts 2002 Paid Reserves Reserves per Account 
C&F 
Accounts with 
Settlement Agreements 
Structured Settlements 1 0.0% ips, 0.6% 2 
Coverage in Place 3 5.1% i eae 9.4% 10 
Total - 5.1% a32 9.9% 8 
Other Open Accounts 
Active” 127 91.6% 170.0 51.0% 1 
Not Active 296 3.3% 62.4 18.7% 0 
Total 423 94.9% 232.4 69.7% 1 
Additional Unallocated 
IBNR - ~ 68.0 20.4% 
Total Direct 427 100.0% 333:5 100.0% 


(1) Accounts with any past paid indemnity 


As shown, the majority of the direct asbestos exposure at IIC is from insureds with current 
settlement agreements in place. The one listed active structured settlement is an agreement toa 
fixed amount to be paid over a five-year period beginning in 2010. The carried reserves support 
the ultimate stream of these payments without any consideration for discounting. The seven 
coverage-in-place agreements provide specific amounts of insurance coverage and may include 
annual caps on payments. Reserves are established based on the evaluation of the various 
exposure factors affecting asbestos claims (these were previously discussed more fully in the 
above paragraphs) and are set equal to the undiscounted expected payout under each 
agreement. Of all the other open accounts only 13 are considered active — i.e. an account with 
a prior indemnity payment. These other open accounts are not deemed to be as significant and 
arise mostly from “third tier” or smaller exposures, as the average expected gross loss for the 
active accounts is $4 as compared to an average of $42 for those accounts with settlement 
agreements. Reserves for each of these other open accounts are also established based on a 
similar exposure analyses. Additional unallocated IBNR represents a loss reserve provision for 
additional claims to be reported in the future as well the reopening of any claim closed in the 
past. (The considerations for this provision were previously discussed.) Reflecting its historical 
underwriting profile, C&F has only a handful of settlement agreements in place as the vast 
majority of its asbestos claims arise from peripheral defendants who tend to be smaller insureds 
with a lower amount of limits exposed as evidenced by its low average gross reserve amount 
per account. C&F is the lead insurer on fewer than 10% of its reported asbestos claims. 
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Recently, there has been a rash of bankruptcies stemming from an increase in asbestos 
claimants and now totals some 60 companies. The following table presents an analysis of IIC’s 
and C&F’s exposure to these entities and shows the potential future exposure: 


IIC C&F 
Number of ‘Remaining Number of Remaining 
Bankruptcies Policy Limits Bankruptcies Policy Limits 
No insurance 
coverage issued to 
policyholder 42 - 44 - 
Accounts resolved iit - 13 - 
No exposure due to 
asbestos 
exclusions 2, - 0) - 
Potential future 
exposure 5 Li2 5 16 
Total 60 EZ, 60 16 


As part of the overall review of its asbestos exposure, Fairfax compares its level of reserves to 
various industry benchmarks. The most widely reported benchmark is the survival ratio, which 
represents the outstanding loss and ALAE reserves (including IBNR) at December 31 divided by 
the average paid loss and ALAE expenses for the past three years. The three year historical 
period is consistent with the period used by A.M. Best for this purpose. Two adjustments 
should be made to make this statistic meaningful. One, because there is a high degree of 
certainty regarding the ultimate liabilities for those claims subject to settlement agreements, it 
is appropriate to exclude those outstanding loss reserves and historical loss payments; and two, 
additional reinsurance coverage which will protect any adverse development of the reported 
reserves needs to be considered. The following table presents both the unadjusted and adjusted 
asbestos survival ratios for IIC, C&F and OdysseyRe: 


Amounts Amounts 
Subject to Net of 
Settlements Settlements 
Reported Agreements Agreements 
IIC 
Net Loss and ALAE Reserves 140.3 4.2 136.1 
3-year average net paid losses and ALAE 6.6 2, 5.4 
3-year Survival Ratios (before reinsurance 
protection) Zi2, Zoek 
3-year Survival Ratios (after reinsurance protection) 24.9 29.7 
C&F 
Net Loss and ALAE Reserves 264.8 11.6 Vivo BY 2 
3-year average net paid losses and ALAE 2p02 8.7 16.5 
3-year Survival Ratios (before reinsurance 
protection) TOS S35 
3-year Survival Ratios (after reinsurance protection) Wed, Zyeo 
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Amounts Amounts 
Subject to Net of 
Settlements Settlements 
Reported Agreements Agreements 

OdysseyRe 
Net Loss and ALAE Reserves 118.0 - 118.0 
3-year average net paid losses and ALAE 4.8 - 4.8 
3-year Survival Ratios 24.6 24.6 
Adjusted 3-year Survival Ratios 8.6 8.6 


(Adjusted for the Equitas commutation in 2001) 


The survival ratio after reinsurance protection includes the remaining indemnification at IIC of 
$25 net from Ridge Re (this is the estimated portion of the remaining $101 indemnification 
attributable to adverse net loss reserve development), while the C&F survival ratio after 
reinsurance protection includes the remaining indemnification of $100 for Inter-Ocean (part 
of the American Re group) and $65 for Swiss Re ($100 of limit less $35 premium cost). 


Another industry benchmark which is reviewed by Fairfax is the relationship of asbestos loss 
and ALAE reserves to the estimated ultimate asbestos loss — i.e. the sum of cumulative paid 
losses and the year-end outstanding loss reserves. These comparisons are presented in the 
following table: 


Net 
% of Total 


Gross 
% of Total 


IIC 
Paid Loss and ALAE as of 12/02" 404.0 39% 39.1 22% 
Reserves (case and IBNR as of 12/02) 640.3 61% 140.3 78% 
Ultimate Loss and ALAE as of 12/02 1,044.3 100% Wi9sS 100% 
C&F 
Paid Loss and ALAE as of 12/02 433.0 56% 208.4 44% 
Reserves (case and IBNR as of 12/02) B3a25 44% 264.8 56% 
_ Ultimate Loss and ALAE as of 12/02 766.5 100% 473.2 100% 
OdysseyRe 
Paid Loss and ALAE as of 12/02 32210 63% 107.9 48% 
Reserves (case and IBNR as of 12/02) 189.7 37% 118.0 52% 
Ultimate Loss and ALAE as of 12/02 Sylliley 100% Mins 3S} 100% 
A.M. Best? 
Paid Loss and ALAE as of 12/01 24 37% 
Reserves (case and IBNR as of 12/01) 4] 63% 
Ultimate Loss and ALAE as of 12/01 65 100% 


(1) Paid Loss and ALAE as of 12/02 excludes payments of $1,345 and $24, on a gross and net basis 
respectively, from a settlement with one large asbestos manufacturer. 
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(2) Extracted from A.M. Best Report dated October 28, 2002. This report stated that the industry had 
paid $24 billion on asbestos losses as of December 31, 2001, or about 37% of A.M. Best Co.’s 
total ultimate industry loss estimate of $65 billion. 


In May 2001, A.M. Best Co. raised its estimate of ultimate asbestos losses for the property/ 
casualty industry to $65 billion, from its 1997 estimate of $40 billion. Based on the fact that 
the industry had cumulative paid-to-date losses of $24 billion, A.M. Best Co. estimated that the 
industry would pay an additional $41 billion in the future to resolve its asbestos liabilities, or 
about 63% of its indicated ultimate asbestos loss as of December 2001. This is in contrast to the 
35% ratio based on actual reserves reported by the industry at that time. 


As a result of the processes, procedures and analyses described above, management believes 
that the reserves carried for asbestos claims at December 31, 2002 are appropriate based upon 
known facts, current law and management’s judgment. However, there are a number of 
uncertainties surrounding the ultimate value of these claims which may result in changes in 
these estimates as new information emerges. Among these are the following: the 
unpredictability inherent in litigation, any impact from the bankruptcy protection sought by 
asbestos producers and defendants, an unanticipated increase in the number of asbestos 
claimants, the resolution of disputes pertaining to the amount of coverage for ‘““‘non-products” 
claims asserted under premises/operations general liability policies, and future developments 
regarding the ability to recover reinsurance for asbestos claims. It is also not possible to predict, 
nor has management assumed, any changes in the legal, social or economic environments and 
their impact on future asbestos claim development. The carried asbestos reserves also do not 
reflect any benefit from future legislative reforms. 


Environmental Pollution Discussion 

Hazardous waste sites present another significant potential exposure. The federal “Superfund” 
law and comparable state statutes govern the cleanup and restoration of toxic waste sites and 
formalize the concept of legal liability for cleanup and restoration by “potentially responsible 
parties’’ (PRPs). These laws establish the means to pay for cleanup of waste site if PRPs fail to do 
so, and to assign liabilities to PRPs. Most PRPs named to date are parties who have been 
generators, transporters, past or present land owners or past or present site operators. Most sites 
have multiple PRPs. Most insurance policies issued to PRPs were not intended to cover the costs 
of pollution cleanup. Pollution was not a recognized hazard at the time many of these policies 
were issued. Over time judicial interpretations in many cases have expanded the scope of 
coverage and liability beyond the original intent of the policies. Since 1986, however, most 
general liability policies exclude coverage for such exposures. 


There is great uncertainty involved in estimating liabilities related to these exposures. First, the 
number of waste sites subject to cleanup is unknown. To date, approximately 1,500 cleanup 
sites have been identified by the Environmental Protection Agency (EPA) and included in its 
National Priorities List (NPL). State authorities have identified many additional sites. Second, 
the liabilities of the insured themselves are difficult to estimate. At any given site, the 
allocation of remediation cost among the PRPs varies greatly depending upon a variety of 
factors. Third, different courts have been presented with liability and coverage issues regarding 
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pollution claims and have reached inconsistent decisions on several issues. These uncertainties 
are unlikely to be resolved in the near future. 


Uncertainties also remain as to the Superfund law itself. The excise tax imposed to fund 
Superfund lapsed at the end of 1995 and has not been renewed. While a number of proposals 
to reform Superfund have been put forward by various parties, no reforms have been enacted 
by Congress since then. It is unclear what position Congress or the Bush administration will 
take and what legislation, if any, will be enacted in the future. At this time, it is not possible to 
predict what form any reforms might take and the effect on the insurance industry. In the 
absence of federal movement on Superfund, though, the enforcement of Superfund liability is 
shifting to the states who are reconsidering state-level cleanup statutes and regulations. As 
individual states move forward, the potential for conflicts among states becomes greater, 
increasing the uncertainty of the cost to remediate state sites. 


Within Fairfax, environmental pollution losses have been developing as expected over the past 
few years as a result of stable claim trends. Claims against Fortune 500 companies are 
declining, and while insureds with single-site exposures are still active, RiverStone has resolved 
the majority of disputes with respect to insureds with a large number of sites. In many cases, 
claims are being settled for less than initially anticipated due to improved site remediation 
technology and effective policy buybacks. 


Following is an analysis of Fairfax’s gross and net loss and ALAE reserves from pollution 
exposures at year-end 2002, 2001, and 2000 and the movement in gross and net reserves for 
those years: 


2002 2001 2000 
Gross Net Gross Net Gross Net 
U.S. Companies 

Provision for pollution claims and ALAE 

at January 1 C57 -om ro VOnINNOO4 SN oo5-0) OLO-4) 409.7, 
Pollution losses and ALAE incurred 

during the year oo: GSA)" ASS (0.2) (66.4) (24.6) 
Pollution losses and ALAE paid during 

the year 135.6 PSS, 52.9 27.4 85.1 50.8 
Provision for pollution claims and ALAE 

at December 31 506:0° 263.9" 657.8 306.1) “664.9 “333.8 

European Companies 

Provision for pollution claims and ALAE 

at January 1 SH aif 42.3 74.3 58.5 71.6 Spit 
Pollution losses and ALAE incurred 

during the year 4.6 4.9 2.9 1.9 6.6 9.4 
Pollution losses and ALAE paid during 

the year 5.7 4.2 19.0 18.1 4.0 g:5 
Provision for pollution claims and ALAE 

at December 31 56.6 43.0 SE 42.3 74.3 SoM 
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Fairfax Total 

Provision for pollution claims and ALAE 
at January 1 

Pollution losses and ALAE incurred 
during the year 

Pollution losses and ALAE paid during 
the year 

Provision for pollution claims and ALAE 
at December 31 


Gross 


ALS. 


38.3 


141.3 


612.6 


2002 
Net Gross 
348.4 739.2 
(9.5) 48.0 
32.0 Tes 
S069 | /40.6 


2001 
Net 


S923 


1.6 


45.5 


348.4 


Gross 


888.0 


(59.8) 


89.1 


L392) 


2000 
Net 


461.8 


(15.2) 


54.3 


392.3 


Following is an analysis of Fairfax’s U.S. based subsidiaries’ gross and net loss and ALAE 


reserves from pollution exposures at year-end 2002, 2001, and 2000 and the movement in 


gross and net reserves for those years: 


TIC 

Provision for pollution claims and ALAE 
at January 1 

Pollution losses and ALAE incurred 
during the year 

Pollution losses and ALAE paid during 
the year 

Provision for pollution claims and ALAE 
at December 31 


C&F 

Provision for pollution claims and ALAE 
at January 1 

Pollution losses and ALAE incurred 
during the year 

Pollution losses and ALAE paid during 
the year 

Provision for pollution claims and ALAE 
at December 31 


OdysseyRe™ 

Provision for pollution claims and ALAE 
at January 1 

Pollution losses and ALAE incurred 
during the year 

Pollution losses and ALAE paid during 
the year 

Provision for pollution claims and ALAE 
at December 31 


TIG 
Provision for pollution claims and ALAE 
at January 1 


Gross 


335.0 


34.3 


66.2 


AOI 1 


LSe7 


(22.0) 


sy 


114.1 


SES 


8.0 


i Misyay 
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2002 

Net Gross 
OSs 3209 
TIRES i ha SO 
G0) ) 21.0 
lL SISO 
124.8 170.6 
(3.0) 1.0 
ton? 19.9 
105.8 IWS 7 
46.9 53.4 
5.8 ows 
6.5 4.6 
46.2 yO)" 
8097 120:0 


2001 2000 

Net Gross Net 
114.5 453.6 164.8 
(8.7) (80.9) (G25) 
22D; $1.8 17.9 
103.5 320.9 114.5 
145.4 192.0 L672 
20 (3.0). 30) 
epee Ih 18.4 18.8 
124.8 170.6 145.4 
44.3 44.6 35.4 
3:3) 10.5 10.4 
On? eye ils 
46.9 53.4 44.3 
2 OZ OM 41.8 


2002 2001 2000 
Gross Net Gross Net Gross Net 


Pollution losses and ALAE incurred 

during the year 1333 OR Delf ee 7.0 0.5 
Pollution losses and ALAE paid during 

the year So 10.4 7.0 IES Sh WAI 
Provision for pollution claims and ALAE 

at December 31 93.2 HOLS Tibi \s7/ 30.9 120.0 DAS 


(1) Net reserves reported for OdysseyRe exclude cessions under a stop loss agreement with ORC Re 
Limited, a wholly-subsidiary of Fairfax. In its financial disclosures OdysseyRe reports net reserves 
inclusive of cessions under this reinsurance protection. 


Many insureds have presented claims against various Fairfax subsidiaries for defense costs and 
for indemnification in connection with environmental pollution matters. As with asbestos 
reserves, exposure for pollution cannot be estimated with traditional loss reserving techniques 
that rely on historical accident year loss development factors. Because each insured presents 
different liability and coverage issues the methodology used by the groups to establish 
pollution reserves is similar to that used for asbestos liabilities. IIC and C&F evaluate the 
exposure presented by each insured and the anticipated cost of resolution utilizing ground-up, 
exposure-based analysis that constitutes industry “best practice’ approach for pollution 
reserving. As with asbestos these methods were vetted with outside actuarial consultants and 
deemed to be reasonable and comprehensive. 


In the course of performing these individual insured assessments the following factors are 
considered: the insured’s probable liability and available coverage, relevant judicial 
interpretations, the nature of the alleged pollution activities of the insured at each site, the 
number of sites, the total number of PRPs at each site, the nature of environmental harm and 
the corresponding remedy at each site, the ownership and general use of each site, the 
involvement of other insurers and the potential for other available coverage, and the 
applicable law in each jurisdiction. A provision for IBNR is developed, again using 
methodology similar to that for asbestos liabilities, and an estimate of ceded reinsurance 
recoveries is calculated. At TIG, a bulk reserving approach is employed based on industry 
~ benchmarks of ultimate liability to establish reserves for both reported and unasserted claims 


as well as for allocated claim adjustment costs. 


The following table presents the pollution survival ratios based on net loss and ALAE reserves 


for IIC, C&F and OdysseyRe: 
IIC C&F OdysseyRe 


Net Loss and ALAE Reserves Sis PF LOS8 46.2 
3-year average net paid losses and ALAE 5.0 1934 1e9) 
3-year Survival Ratios 16.1 SS S29 


To the extent that the reinsurance protection described in the first paragraph on page 91 is not 
used by IIC or C&F for asbestos claims, it would be available for pollution claims and would 


significantly improve the above survival ratios. 
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Other Mass Tort/Health Hazards Discussion 

In addition to asbestos and pollution, Fairfax faces exposure to other types of mass tort claims. 
These ‘“‘health hazards” include breast implants, pharmaceutical products, lead paint, noise- 
induced hearing loss, tobacco, mold and chemical products. Management believes that as a 
result of its historical underwriting profile and its focus of excess liability coverage on Fortune 
500 type entities, IIC has the bulk of these potential exposures within Fairfax. Presently, 
management believes that tobacco, lead paint and mold are the most significant health hazard 
exposures facing Fairfax. 


As of this date, tobacco companies have not aggressively pursued insurance coverage for 
tobacco bodily injury claims. One notable exception is a Delaware state court coverage action, 
Liggett Group, Inc. v. Admiral Ins. Co., in which the Supreme Court of Delaware held in favor of 
the insurers on four issues: 1) tobacco health hazard exclusions, 2) products hazard exclusions, 
3) advertising liability, and 4) named insured provision. 


There are no active claims submitted by manufacturers to IIC. One tobacco manufacturer and 
its parent company have submitted notices of tobacco-related claims to TIG. One smokeless 
tobacco manufacturer has submitted notices of tobacco-related claims to C&F and has brought 
a declaratory judgment action. In addition, a small number of notices from distributors/ 
retailers have also been submitted to TIG and C&F. In most instances these distributors/ 
retailers have reported that they have secured indemnification agreements from tobacco 
manufacturers. 


RiverStone is monitoring developments in tobacco litigation throughout the country. To date, 
the tobacco manufacturers have reached settlements in the Broin flight attendants’ class action, 
and lawsuits brought by the states’ attorneys general, led by Mississippi, Florida, Texas and 
Minnesota. With one exception, all adverse verdicts against manufacturers from individual 
suits and class actions, including multi-billion dollar punitive damages awards, are on appeal. 
The outcome of the pending appeals may impact the manufacturers’ liability as well as their 
pursuit of insurance coverage. 


RiverStone is also monitoring developments in lead paint litigation throughout the country. 
To date, the paint manufacturers have not entered into any settlements in the underlying 
matters and have not been the subject of significant adverse verdicts. Accordingly, all 
payments for manufacturers to date have been for defense, and no payments have been made 
for manufacturers under any excess insurance issued by Fairfax. The main roadblock to 
plaintiffs’ success in pursuing paint manufacturers has been their inability to satisfy the burden 
of product identification. Should the plaintiffs succeed on a market share theory or in 
scientifically demonstrating which company manufactured the paint product, the lead paint 
industry will likely seek coverage for their losses. To date, a few Fairfax subsidiaries have 
received notices of governmental, individual and class actions filed against the paint industry. 
In addition, two paint manufacturers brought coverage actions against their respective 
insurers, including certain Fairfax subsidiaries which allegedly issued excess policies. In 
Glidden, the Court held that the current Glidden entity is not entitled to coverage under 
policies issued to a predecessor, SCM Corporation. The corporate succession ruling has been 
appealed by Glidden. 
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Fairfax subsidiaries are increasingly being asked to defend and indemnify mold property 
damage and bodily injury claims. The majority of such claims are property damage claims 
arising in the construction defect context. Despite the media attention regarding health 
hazards allegedly associated with mold exposure, to date, mold bodily injury claims have not 
presented significant exposure to Fairfax companies. This is largely because of the failure of 
plaintiffs to prove a causal relationship between bodily injury and exposure to mold. Though 
plaintiffs’ lawyers and the media have likened mold to asbestos, there is a consensus among 
insurance industry analysts that mold will not become “the next asbestos” for the commercial 
insurance industry. Current mold exclusions should act to stem the tide of such claims, 
particularly since the alleged injuries do not have long latency periods. Thirty-two states have 
approved mold exclusions. Many states that have not approved mold exclusions have 
approved modest sublimits of liability for mold claims. 


Following is an analysis of IIC’s and C&F’s gross and net reserves from health hazard exposures 
at year-end 2002, 2001, and 2000 and the movement in gross and net reserves for those years: 


2002 2001 2000 
Gross Net Gross Net Gross Net 


IIC 

Provision for health hazards claims and 

ALAE at January 1 Wi) Axewfe) —ifeXetss als) PA NAO) 
Health hazards losses and ALAE incurred 

during the year 7.8 0.6 Smee, 26.1 29.4 
Health hazards losses and ALAE paid during 

the year 34.4 (1.5) 43.0 Tee 63:9 el S29 
Provision for health hazards claims and 

ALAE at December 31 1SO3 ge482/, S775) 46:08 S1S8:8 99 Biles 


C&F 

Provision for health hazards claims and 

ALAE at January 1 SON BASS BXonJk | eylail (al Sey) 
Health hazards losses and ALAE incurred 

during the year (4:2)n%. 353 2.1 Bee 0.5 0.2 
Health hazards losses and ALAE paid during 

the year 233 203 32 TAG) 24.5 25.1 
Provision for health hazards claims and 

ALAE at December 31 SOs  Peh3! SHA) PTs: Stell — Sila! 


Similar to asbestos and pollution, traditional actuarial techniques cannot be used to estimate 
ultimate liability for these exposures. Some claim types, such as breast implants and 
pharmaceutical products, were first identified ten or more years ago. For these exposures, the 
reserve estimation methodology at IIC is similar to that for asbestos and pollution — i.e. an 
exposure-based approach based on all known, pertinent facts underlying the claim. This 
methodology cannot at the present time be applied to other claim types such as tobacco or 
lead paint as there are a number of significant legal issues yet to be resolved, both with respect 
to the insured’s liability and the application of insurance coverage. For these claim types, a 
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bulk IBNR reserve is developed based on benchmarking methods utilizing the ultimate cost 
estimates of more mature health hazard claims. The bulk reserve also considers the possibility 
of entirely new classes of health hazard claims emerging in the future. C&F sets reserves at a 
selected survival ratio (currently using 10 years) and selects a gross to net ratio based on the 
gross to net ratio of historical payments. 


Summary 

Management believes that the APH reserves reported at December 31, 2002 are reasonable 
estimates of the ultimate remaining liability for these claims based on facts currently known, 
the present state of the law and coverage litigation, current assumptions and the reserving 
methodologies employed. These APH reserves are continually monitored by management and 
reviewed extensively by independent consulting actuaries. New reserving methodologies and 
developments will continue to be evaluated as they arise in order to supplement the ongoing 
analysis and reviews of the APH exposures. However, to the extent that future social, 
economic, legal or legislative developments alter the original intent of the policies and scope of 
coverage, particularly as they relate to asbestos and pollution claims, additional increases in 
loss reserves may emerge in future periods. It is important to note that the reinsurance 
protection discussed under Additional Reinsurance Protection on pages 101 and 102 would 
apply to any adverse development of APH reserves. 


Reinsurance Recoverables 


Fairfax’s subsidiaries purchase certain reinsurance so as to reduce their liability on the insurance and reinsurance risks 
which they write. Fairfax strives to minimize the credit risk of purchasing reinsurance through adherence to its 
internal reinsurance guidelines. To be an ongoing reinsurer of Fairfax, a company must have high A.M. Best and/or 
Standard & Poor’s ratings and maintain capital and surplus exceeding US$500. Most of the reinsurance balances for 
reinsurers rated B++ and lower or which are not rated were inherited by Fairfax on acquisition of a subsidiary, 
including IIC. The risk of uncollectible reinsurance has been mitigated by the additional reinsurance protection 
outlined under Additional Reinsurance Protection on pages 101 and 102. 


The following table shows Fairfax’s top SO reinsurance groups (based on gross reinsurance recoverable net of specific 
provisions for uncollectible reinsurance) at December 31, 2002. These 50 reinsurance groups represent 90.9% of 
Fairfax’s $11,992.9 in total reinsurance recoverable (which total is net of bad debt reserves aggregating $971.2). 


A.M. Best 

Rating Gross Net 

(or S&P Reinsurance Reinsurance 

Group Principal Reinsurers equivalent)” |Recoverable® —Recoverable® 

Swiss Re European Reinsurance Co. of Zurich A++ 2,329.4 1,456.9 

Munich Re American Reinsurance A+ 1S A 466.4 

Great West Life London Life & Casualty Re A 881.1 , 25.6 

Xerox Ridge Reinsurance Ltd. NR Fa - 

Lloyd’s Lloyd’s of London Underwriters A- 605.8 S/o 

General Electric Employers Reinsurance Company A+ 433.4 426.4 

Aegon ARC Re & Pyramid Insurance Companies AA“) 412.9 4.4 
Berkshire 

Hathaway General Reinsurance Corp. At++ SH Tia 348.7 
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Group 


Gerling Global 

Ace 

St. Paul 

Royal & Sun 
Alliance 

AIG 

Chubb 

SCOR 

HDI 

AXA 

CNA 

Zurich Re 

Everest 

Aon | 

Hartford 

Converium 

XL 

Tawa 

Arch Capital 

American Financial 

PartnerRe 

Allstate 

White Mountains 

Trenwick 

PMA 

Manulife 

Aioi 

Nationwide 

PXRE 

Sompo 

Travelers 

FM Global 

Duke’s Place 

Liberty Mutual 

Allianz 

Toa Re 

YMCA 

Bay Care Hospital 
System 

Markel Corp. 

Unum /Provident 


A.M. Best 


Rating 

(or S&P 
Principal Reinsurers equivalent)“ 
Gerling Global International Re NR 
Insurance Co. of North America A 
Mountain Ridge Insurance Co. of N.A A 
Security Ins. Co. of Hartford A- 
Transatlantic Re A++ 
Federal Insurance Co. A++ 
SCOR A- 
Hannover Ruckversicherungs A+ 
AXA Corporate Solutions A 
Continental Casualty A 
Centre Solutions (Bermuda) A 
Everest Reinsurance Co. A+ 
Aon Indemnity” A-©) 
New England Re A+ 
Converium Reins. North America Inc. A 
XL Reinsurance America Inc. A+ 
CX Reinsurance NR 
Arch Reinsurance Ltd. A- 
Great American Assurance Co. A 
Partner Reinsurance Co. of US A+ 
Allstate A+ 
Folksamerica Reinsurance Co. A- 
Trenwick America Reinsurance Co. C 
PMA Capital Insurance Co. A- 
Manufacturers P&C Barbados A++ 
Aioi Insurance Co. Ltd. A 
Nationwide Mutual Insurance A+ 
PXRE Reinsurance Co. A 
Sompo Japan Insurance Inc. A+ 
Travelers Indemnity Co. A++ 
Factory Mutual Insurance Co. A+ 
Seaton Insurance Co. NR 
Employers Insurance of Wausau A+ 
Cornhill Insurance Co. A++ 
Toa Reinsurance Co. America A+ 
Y Mutual Insurance NR 
BCHS Insurance Co. NR 
Terra Nova Insurance Co. B++ 
Unum Life Insurance of America A 


Gross 
Reinsurance 
Recoverable™ 
285.8 

BIS 

242.2 


223.0 
PIN B)S8) 
191.6 
166.1 
164.8 
162.1 
158.3 
144.5 
IVAW/AS) 
124.2 
2223 
118.8 
(GES 22 
79.4 
67.8 
62.4 
60.1 
58.4 
Sy/ak 
99.4 
53.0 
SLAG 
Syl A 
47.9 
45.2 
41.8 
41.1 
39.8 
38.8 
36:2 
35.9 
32.6 
30.5 


30.5 
26.9 
26.7 


Net 
Reinsurance 
Recoverable® 
86.6 

PAS, 

1595 


232 
198.8 
180.4 
NOES) 
101.7 
90.5 
148.9 
124.2 
117.6 
124.2 
OF 
786 
104.8 
TOO 
16.4 
66.6 
BIS 
ee 
50.9 
41.0 
43.4 
TLYAY) 
47.8 
48.3 
45.0 
41.1 
40.7 
40.9 
38.8 
onli 
33.8 
iffes\\ 
WEP 
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Group Principal Reinsurers 

HCC Houston Casualty Co. 

KKR Alea North America Reinsurance 
GMAC Motors Insurance Corp. 


Other reinsurers 


Total reinsurance recoverable 
Provisions for uncollectible reinsurance 


Net reinsurance recoverable 


(1) 
(2) 
(3) 
(4) 
(5) 


Before specific provisions for uncollectible reinsurance 


Rating is S&P credit rating of group 
Indemnitor; rating is S&P credit rating of group 


Of principal reinsurer (or, if principal reinsurer is not rated, of group) 


A.M. Best 
Rating 
(or S&P 
equivalent)” 
A+ 
A= 
A+ 


Gross Net 
Reinsurance Reinsurance 
Recoverable® Recoverable® 
26.6 DARS 

26.6 220 

24.4 2 

2,062.1 iL Suse 
12,964.1 8,350.8 
971.2 OTAN2. 
11,9929 Ta1 96 


Net of outstanding balances for which security is held, but before specific provisions for uncollectible reinsurance 


The following table shows the classification of the $12,964.1 total reinsurance recoverable shown above by credit 


rating of the responsible reinsurers. Pools and associations, shown separately, are generally government or similar 


insurance funds carrying very little credit risk. 


A.M. Best 
Rating Gross 
(or S&P Reinsurance 
equivalent) Recoverable 
A++ 3,284.1 
A+ 1,820.7 
A Dy OOded, 
A- 1,097.3 
B++ 382.3 
B+ 231.8 
B 171.0 
Lower than 
B 176.8 
Not rated 2,770.0 
Pools & 
associations 168.4 
12,964.1 
Provisions for uncollectible 
reinsurance 
— specific 730.3 
— general 240.9 
Net reinsurance recoverable 11,992.9 


Outstanding Specific 
Balances Provisions Net 
for which for Unsecured 
Security Uncollectible Reinsurance 
is Held Reinsurance Recoverable 
985.6 4.0 2,294.5 
SES) DDD, 1,639.0 
1,686.5 93 1,165.9 
112.0 5.4 979.9 
200.7 3.6 178.0 
30.1 5.4 196.3 
41.4 95 120.1 
4.0 78.0 94.8 
1,388.4 592.9 788.7 
Syl! - 163.3 
4,613.3 730.3 7,620.5 
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To support gross reinsurance recoverable balances, Fairfax has the benefit of letters of credit, 
trust funds or offsetting balances payable totalling $4,613.3, as follows: 


for reinsurers rated A- or better, Fairfax has security of $2,943.6 against outstanding 
reinsurance recoverable of $9,063.8; 


for reinsurers rated B++ or lower, Fairfax has security of $276.2 against outstanding 
reinsurance recoverable of $961.9; 


for unrated reinsurers, Fairfax has security of $1,388.4 against outstanding reinsurance 
recoverable of $2,770.0; and 


for pools & associations, Fairfax has security of $5.1 against outstanding reinsurance 
recoverable of $168.4. 


Lloyd’s is also required to maintain funds in Canada and the United States which are 
monitored by the applicable regulatory authorities. 


As shown above, excluding pools & associations, Fairfax has gross outstanding reinsurance 
balances for reinsurers which are rated B++ or lower or which are unrated of $3,731.9 for which 
it holds security of $1,664.6 and has an aggregate provision for uncollectible reinsurance of 
$930.3 (45.0% of the net exposure prior to such provision), leaving a net exposure of $1,137.0. 


Based on the above analysis and on the work done by RiverStone as described in the next 
paragraph, Fairfax believes that its provision for uncollectible reinsurance provides for all likely 
losses arising from uncollectible reinsurance at December 31, 2002. In addition, the company 
has purchased credit default swaps to reduce the exposure to certain reinsurers. 


RiverStone, with its dedicated, specialized personnel in this area, is responsible for the 
following with respect to recoverables from reinsurers: evaluating the creditworthiness of all 
reinsurers and recommending to the group management’s reinsurance committee those 
reinsurers which should be included on the list of approved reinsurers; monitoring reinsurance 
recoverable by reinsurer and by company, in aggregate, on a quarterly basis and 
recommending the appropriate provision for uncollectible reinsurance; and pursuing 
collections from, and global commutations with, reinsurers which are impaired or considered 


to be financially challenged. 


For the last three years, Fairfax has had reinsurance bad debts of $12.4 for 2002, $63.8 for 2001 
and $43.1 for 2000 prior to cessions of 1998 and prior reinsurance bad debts to the Swiss Re 
Cover of $2.4, $11.8, and $27.1 respectively. 


The reinsurance protection discussed under Additional Reinsurance Protection beginning 
below on this page would apply to adverse development of unrecoverable reinsurance. 


Additional Reinsurance Protection 


Shown below are the continuing indemnifications originally received on Fairfax’s acquisition 
of its various insurance, reinsurance and runoff subsidiaries and additional reinsurance 
protection purchased by Fairfax in 1999 and by Crum & Forster in 2001. These 
indemnifications provide protection from adverse development in the respective companies’ 
claims reserves and unrecoverable reinsurance as at the end of the respective original years 
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shown. The protected net reserves represent the respective companies’ carried reserves, net of 
reinsurance recoverable, at December 31, 2002, which are subject to the related protection. 


During 1999, the indemnity given by Skandia in respect of Odyssey Reinsurance (New York) 
was assumed by a Fairfax reinsurance subsidiary in consideration of a cash payment made to 
that reinsurer, which Fairfax believes represented fair value to assume that indemnity. As a 
result, Fairfax was no longer exposed to credit risk regarding Skandia with respect to this 
indemnity. As the indemnity is now assumed by a Fairfax reinsurance subsidiary, it is not 
included in the table below. 

Unused Protected Net 


Protections at Reserves at 
December 31, December 31, 
Year Company Amount Amount 2002 2002 
(US$) (Cdn$) (Cdn$) (Cdn$) 
1992 International Insurance US$ 578 913 160 546 
1998 Crum & Forster, TIG US$1,000 1,580 423 3,664 
(except International 
Insurance), all Canadian 
insurance subsidiaries and 
runoff subsidiaries owned 
on December 31, 1998 
(Swiss Re Cover) 
2001 Crum & Forster US$ 500” 790 442 938 
3,283 1,025 


(1) After 15% coinsurance 


(2) Additional premium is payable as additional losses are ceded to this cover. 


Insurance Environment 


The property and casualty insurance market changed significantly in 2001 following the 
September 11th terrorist attacks. Many insurers and reinsurers suffered substantial losses on 
the World Trade Center catastrophe; in addition, in 2001 and 2002, falling equity values 
negatively impacted the capital and surplus of many insurers and reinsurers, particularly in the 
European markets. Since September 11, 2001, insurance and reinsurance prices have been 
increasing significantly as capacity and terms and conditions tightened dramatically. 
Combined ratios in Canada, for U.S. commercial lines and for U.S. reinsurance in 2002 are 
expected to be approximately 106%, 103% and 118% respectively. The World Trade Center 
losses, continuing adverse development from very inadequate pricing in 2000 and prior years 
and significant strengthening of APH reserves negatively impacted on the industry’s 2002 
combined ratios. Significant restructuring and consolidation continues to take place in the 
industry, and the industry continues to be highly competitive. 


Acquisitions 


Effective May 30, 2002, the company purchased Old Lyme Insurance Company of Rhode 
Island, Inc. and Old Lyme Insurance Company Ltd. for $66.7 (US$43.5). At the date of 
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acquisition, those companies had $165.9 (US$108.2) in total assets, $99.2 (US$64.7) in total 
liabilities, and consequently shareholders’ equity of $66.7 (US$43.5), equal to the purchase 
price. The balance sheet of Old Lyme upon acquisition was as follows: 


(US$) 
Investments, including cash 76.2 
Accounts receivable, including reinsurance 19.4 
Other assets 12.6 
Total assets 108.2 
Provision for claims 45.0 
Other liabilities 19.7 
Shareholders’ equity 4359 


Effective September 10, 2002, OdysseyRe purchased 56.0% of Singapore-based First Capital 
Insurance Limited for $28.0 (US$17.8) cash. At the date of acquisition, the company had $76.7 
(US$48.8) in total assets, $28.0 (US$17.8) in total liabilities, and consequently shareholders’ 
equity of $48.7 (US$31.0), 56.0% of which is $27.3 (US$17.4), slightly below the purchase price 
of $28.0 (US$17.8). The balance sheet of First Capital upon acquisition was as follows: 


(US$) 
Investments, including cash 45.9 
Accounts receivable, including reinsurance 69) 
Total assets 48.8 
Provision for claims 16.5 
Other liabilities Ihe39) 
Shareholders’ equity 31.0 


On December 16, 2002, the company acquired Xerox’s 72.5% economic interest in TRG, the 
holding company of IIC, in exchange for payments over the next 15 years of US$425 (US$204 
at current value discounted at 9% per annum), payable approximately US$5 a quarter from 
2003 to 2017 and approximately US$128 at the end of 2017. At December 16, 2002, the 72.5% 
effective economic interest represented $2,267.2 (US$1,442.9) in total assets, $1,650.6 
(US$1,050.5) in total liabilities, and consequently shareholders’ equity of $616.6 (US$392.4). 
The company recorded negative goodwill of $298.5 (US$188.4) as extraordinary income, 
representing the excess of the fair value of 72.5% of TRG’s net assets (US$392.4) over the 
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purchase consideration payable of $320.5 (US$204). The balance sheet of the 72.5% interest on 
December 16, 2002 was as follow: 


(US$) 
Investments, including cash 572.6 
Accounts receivable, including reinsurance 853.4 
Other assets 16.9 
Total assets 1,442.9 
Provision for claims 1,028.8 
Other liabilities PAA 
Shareholders’ equity 392.4 


Interest and Dividend Income 


The majority of interest and dividend income is earned by the insurance, reinsurance and 
runoff companies. Upon the acquisitions noted below, the respective amounts shown below 
were added to the company’s portfolio investments. 


Portfolio 
Acquisition Date Company Acquired Investments 
March 21, 1990 Federated 101 
November 14, 1990 Commonwealth 130 
Decembers 1993 Ranger 400 
November 30, 1994 Lombard (including CRC (Bermuda)) 684 
May 31, 1996 Odyssey Reinsurance (New York) 1,490 
February 27, 1997 CTR 764 
December 3, 1997 Sphere Drake 1,068 
August 13, 1998 Crum & Forster 4,955 
September 4, 1998 RiverStone Stockholm 831 
April 13, 1999 TIG Se! 
August 11, 1999 TRG 1,670 
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Interest and dividend income for the past seventeen years is shown in the following table. 


Average 


Investments at 


Carrying Value 


1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
AES) 
1996 
1997, 
1998 
1099 
2000 
2001 
2002 


64.2 
109.8 
130.8 
135.7 
237.9 
338.5 
366.5 
418.2 
852.0 

1,608.1 
2,548.1 
4,584.6 
8,877.5 

14,865.8 

16,686.2 

15,975.9 

16,560.6 


Amount 


4.7 
8.0 
8.9 
6 
20.7 
26.1 
24.0 
Pho) 
58.2 
89.4 
151.4 
254.6 
443.8 
LSS) 
818.1 
680.8 
657.7 


Interest and Dividend Income 


Pre-Tax 
Yield 
(%) 
UGE) 
732 
6.82 
8.57 
8.70 
HAY) 
6.55 
SOO 
6.83 
5.56 
5.94 
SKOS) 
5.00 
5.06 
4.90 
4.26 
Bro, 


Per Share 


0.96 
LEO 
122, 
ilgoytt 
BAe, 
4.44 
4.17 
3.78 
Faz 
10.00 
15.42 
23.64 
Oinoy, 
56.48 
62.10 
51.41 
46.04 


Amount 


DD 
ee) 
6.6 
8.5 
14.0 
WE 
17.8 
18.0 
O96 
Tah 
LILIES) 
174.4 
SOuES 
492.0 
578.4 
462.9 
440.7 


After Tax 


Yield 
(%) 
B93) 
5 \0il 
5.06 
6.29 
5.89 
5.24 
4.84 
4.30 
4.65 
4.58 
4.37 
3.80 
3.80 
3250 
3.50 
2.90 
2.66 


Per Share 


0.52 
Om, 
0.90 
Lika 
1.86 
3.02 
3109 
292 
4.85 
8.25 
IES 
MOUS 
28.42 
36.91 
43.91 
34.96 
30.85 


Interest and dividend income decreased in 2002 due to the decrease in the average net 
portfolio yield from 4.26% in 2001 to 3.97% in 2002, partially offset by a $0.6 billion increase 
in the average investment portfolio, which is explained after the following table. The gross 
portfolio yield, before interest on funds withheld of $120.8, was 4.70% for 2002 compared to 
the gross portfolio yield, before interest on funds withheld of $146.3, of 5.18% for 2001. As 
shown, the pre-tax and after tax income yields decreased in 2002 due to lower interest rates 


and the maintenance of significant cash positions. Since 1985, pre-tax interest and dividend 


income per share has compounded at 26.3% per year. 
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Investments since 1985 are shown in the following table, the first five columns of which show 
them at their average carrying values for each year, and the final two columns of which show 
them at their year-end carrying values. 


Cash and 

Short Term Preferred Common ___etal Investments 

Investments Bonds Stocks Stocks Average Year-End Per Share 
1985 10.5 15.4 0.8 2.4 2M 32.8 6.55 
1986 16.6 24.5 8.0 Sei 64.2 95.6 13.65 
1987 28.0 26.2 G25 o9el 109.8 124.0 16.90 
1988 29.8 23.6 Diy pe O22, 130.8 137.6 18.79 
1989 20.6 28.5 Sy 54.4 WS Oe/, L339 18.30 
1990 33.6 OOM 45.7 59.4 LS) Sos 61.30 
TION 60.1 140.2 Wed 62.5 Soho E) 341.2 62.54 
1992 78.0 108.8 99.8 T29 366.5 396.2 65.44 
19938 103.0 DOR, 118.6 105.9 418.2 848.8 106.70 
1994 226.2 303.9 il SyZ5 Il 189.8 852.0 IE Sowe3, W295 
IS) 298.0 796.3 S770 356.8 1,608.1 1,668.7 188.14 
1996 470.7 1,462.1 168.4 446.9 2,548.1 3,454.5 330.07 
IID 822.6 ZI So a PIGS, 546.0 4,584.6 S195 520.62 
1998 Paez 6,856.7 21383 691.2 8,877.5 12,108.4 998.03 
1999 S586 1 sssis 144.5 1,279.4 14,865.8 17,842.1 1,328.90 
2000 DSO PS SVAS Oz 1,521.4 16,686.2 15,687.2 1,197.42 
2001 ZAR ee WEL OdeS: 98.5 1733023 15,975.9 16,419.2 1,144.12 
2002 314959 71336 189.9 1,507.2 16,560.6 16,812.6 1,188.95 


Total investments and total investments per share increased at year-end 2002 due to strong 
operating cash flows at the Canadian insurance companies and OdysseyRe and significantly 
reduced negative cash flow at Crum & Forster, partially offset by TIG’s negative cash flow 
following discontinuance of its MGA-controlled program business and the payment of claims 
by the runoff operations. Since 1985, investments per share have compounded at 35.8% per 
year. 


Various investments are pledged by the company’s subsidiaries in the ordinary course of 
carrying on their business. This pledging is referred to in note 3 to the financial statements and 
is explained in more detail in the third paragraph of Provision for Claims on page 69. As noted 
there, this pledging does not involve any cross-collateralization by one group company of 
another group company’s obligations. 
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The breakdown of the bond portfolio, by the higher of the S&P and Moody’s credit ratings, as 
at December 31, 2002 was as follows: 


Credit Carrying Market Unrealized 
Rating Value Value Gain/(Loss) 
AAA 7,688.0 7,811.6 123.6 
AA TIF 811.8 12.8 
A 1,265.4 I PAIS 20.3 
BBB 1,250.4 IL eOS 20.1 
BB Soil 536.2 8.5 
B » O38: 26.8 OzS 
Lower than B and unrated W251 WATS Dys3\ 


Total M6319 P11 86973 187.9 


94.2% of the fixed income portfolio is rated investment grade, with 83.5% being rated A or 
better. 


Interest Rate Risk 

The company’s fixed income securities portfolio is exposed to interest rate risk. Fluctuations in 
interest rates have a direct impact on the market valuation of these securities. As interest rates 
rise, market values of fixed income securities portfolios fall and vice versa. 


The table below displays the potential impact of market value fluctuations on the fixed income 
securities portfolio as of December 31, 2002 and December 31, 2001, based on parallel 200 
basis point shifts in interest rates up and down in 100 basis point increments. This analysis was 
performed by individual security. 


As of December 31, 2002 As of December 31, 2001 
Fair Fair 
Value of Value of 
Fixed Fixed 


Income Hypothetical Hypothetical Income Hypothetical Hypothetical 
Change in Interest Rates Portfolio $ Change % Change Portfolio $ Change % Change 


200 basis point rise 9,816.6 (2,053.2) (17.3%) 10,029.9 (1,394.3) (12.2%) 
100 basis point rise 10,680.2 (1,189.6) (10.0%) 10,646.0 (778.2) (6.8%) 
No change 11,869.8 ~ - 11,424.2 - - 
100 basis point decline 13,259.4 1,389.6 11.7%  12,689.5 1,265.3 11.1% 
200 basis point decline —_15,060.9 3,191.1 26.9% 14,233.11 2,808.9 24.6% 


The preceding table indicates an asymmetric market value response to equivalent basis point 
shifts, up and down in interest rates. This reflects significant exposure to fixed income 
securities containing a put feature. In total these securities represent approximately 26.7% and 
47.8% of the fair market value of the total fixed income portfolio as of December 31, 2002 and 
December 31, 2001, respectively. The asymmetric market value response reflects the company’s 
ability to put these bonds back to the issuer for early maturity in a rising interest rate 
environment (thereby limiting market value loss) but to hold these bonds to their much longer 
full maturity dates in a falling interest rate environment (thereby maximizing the full benefit 


of higher market values in that environment). 
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Disclosure about Limitations of Interest Rate Sensitivity Analysis 

Computations of the prospective effects of hypothetical interest rate changes are based on 
numerous assumptions, including the maintenance of the existing level and composition of 
fixed income security assets, and should not be relied on as indicative of future results. 


Certain shortcomings are inherent in the method of analysis presented in the computation of 
the fair value of fixed rate instruments. Actual values may differ from the projections presented 
should market conditions vary from assumptions used in the calculation of the fair value of 
individual securities; such variations include non-parallel shifts in the term structure of interest 
rates and a change in individual issuer credit spreads. 


Return on the Investment Portfolio 

The following table shows the performance of the investment portfolio for the past seventeen 
years. The total return includes all interest and dividend income, gains (losses) on the disposal 
of securities and the change in the unrealized gains (losses) during the year. 


Realized 
Average _ Interest Gains Change in Total _____RealizedGains 
Investments at and (Losses) Unrealized Return % of Interest and 
Carrying Dividends after Gains on Average % of Average Dividends and 
Value Earned Provisions (Losses) Investments Investments Realized Gains 
(%) (%) (%) 
1986 64.2 4.7 1.0 (0.4) 5.3 8 1.6 WAG) 
1987 109.8 8.0 Oy (8.0) oF 8 8.4 Sa:9 
1988 130.8 8.9 7.8 12.1 28.9 22 6.0 46.7 
1989 13507 11.6 USES) (G33) ene 20:8 lS 11.4 Sy? 
1990 PRIS) 20.7 23 (33.0) (10.0) (4) 1.0 10.0 
1991 338.5 26.1 (4.5) 27.8 494 15 (1.3) N/A 
1992 366.5 24.0 3.4 (11.2) 16.2 4 0.9 12.4 
1993 418.2 23.3 27.8 28.8 fy ANS) 6.6 54.4 
1994 852.0 58.2 20.0 (42.4) 35.8 4 23 25.6 
1995 1,608.1 89.4 7g WASiAal 206r70y 13 4.5 44.6 
1996 2,548.1 151.4 131.3 WIZ69t395.3° 16 Sy 46.4 
1997 4,584.6 254.6 206.8 (4.5) 456.9 10 4.5 44.8 
1998 8,877.5 443.8 440.8 (117.2) 767.4 9 5.0 49.8 
1999 14,865.8 753.0 121.6 (1232.0) (57.5), 42) 0.8 13.9 
2000 16,686.2 818.1 382.8 T3L ASN 938.58 a2 23 ag 
2001 15,975.9 680.8 162.3 212.0 1,055.1 7 1.0 eye 
2002 16,560.6 657.7 TRY) 431.0 1,8264 11 4.5 sya) 
Cumulative 4,034.3 Zora, 3.8%* 36.7% 


* Simple average of the % of average investments in each of the seventeen years 


Investment gains (losses) have been an important component of Fairfax’s net earnings since 
1985, amounting to an aggregate of $2,337.7. The amount has fluctuated significantly from 
period to period, and the amount of investment gains (losses) for any period has no predictive 
value and variations in amount from period to period have no practical analytic value. On 
average, in any given year since 1985, realized gains have averaged 3.8% of Fairfax’s average 
investment portfolio and have accounted for 36.7% of Fairfax’s combined interest and 
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dividends and realized gains. At December 31, 2002, the aggregate provision for losses on 
investments was $31.2 (2001 — $37.4). At December 31, 2002 the Fairfax investment portfolio 
had an unrealized gain of $207.9 compared to an unrealized loss at December 31, 2001 of 
$223.1. 


The company has a long term value-oriented investment philosophy. It continues to expect 
fluctuations in the stock market. 


Capital Resources 


At December 31, 2002, total capital, comprising shareholders’ equity and non-controlling 
(minority) interests, was $4,059.6, compared to $4,286.0 at December 31, 2001. 


The following table shows the level of capital as at December 31 for the past five years: 


2002 2001 2000 1999 1998 
Non-controlling interests 508.1 1,043.3 645.2 601.6 87.9 
Common shareholders’ equity Boom O42 ies) LOOPS) 6S) L600 2238.9 
Preferred stock 200.0 200.0 200.0 200.0 - 


44,0596) 4.23610) 4,025.5) 3,917.6 2,326.8 


Non-controlling interests decreased in 2002 since Xerox’s 72.5% economic interest in TRG was 
extinguished after it was acquired by Fairfax on December 16, 2002. 


Fairfax’s consolidated balance sheet as at December 31, 2002 continues to reflect significant 
financial strength. Fairfax’s common shareholders’ equity increased from $3,042.7 at 
December 31, 2001 to $3,351.5 at December 31, 2002 as a result of the 2002 earnings of $415.7 
less dividends and related dividend tax for 2002 of $18.9 and the change in the cumulative 
currency translation account of $113.2 at December 31, 2002, relating to the translation of the 
company’s foreign subsidiaries (principally in the U.S.) to Canadian dollars, which has not 
been tax-effected. The increase in the currency translation account results from the weakening 
of the U.S. dollar against the Canadian dollar at December 31, 2002 ($1.5798) compared to 
December 31, 2001 ($1.5963), payments on closed foreign exchange forward contracts in 2002 
($67) and the movement in forward U.S. dollar/Canadian dollar rates on the mark-to-market 
value of the remaining U.S. dollar/Canadian dollar foreign exchange forward contracts 
hedging Fairfax’s net investment in its U.S. subsidiaries. 


The company has issued and repurchased common shares over the last five years as follows: 


Number of Average 

subordinate issue/repurchase Net proceeds/ 

Date voting shares price per share repurchase cost 
1998 — issue of shares 1,000,000 475.00 455.6 
1999 — issue of shares 2,000,000 500.00 CS )il 
— repurchase of shares (706,103) 292.88 (206.8) 
2000 — repurchase of shares (325,309) 183.47 (59.7) 
2001 — issue of shares 1,250,000 200.00 248.5 
2002 — repurchase of shares 210,200 124.64 (26.2) 
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Fairfax’s indirect ownership of its own shares through The Sixty Two Investment Company 
Limited results in an effective reduction of shares outstanding by 799,230, and this reduction 
has been reflected in the earnings per share and book value per share figures. 


A common measure of capital adequacy in the property and casualty industry is the premiums 
to surplus (or common shareholders’ equity) ratio. This is shown for the insurance and 
reinsurance subsidiaries of Fairfax for the past five years in the following table: 


Net Premiums Written to Surplus 
(Common Shareholders’ Equity) 


2002 2001 2000 1999 1998 


Insurance 
Commonwealth 1.1 {1 0.5 0.3 0.5 
Crum & Forster 0.7 0.5 0.5 0.6 0.7 
Falcon 2 0.4 0.3 0.3 0.1 
Federated 1.4 1.8 G7 1.6 1.6 
Lombard 2x 25 2.0 LZ 17 
Markel ile) 17 1.4 1.1 ing 
Ranger Le 0.9 0.4 0.8 1.2 
TIG Specialty Insurance Or 0.7 0.8 it - 
Reinsurance 
OdysseyRe 1.6 1.0 0.7 0.6 0.5 
Canadian insurance industry 1.4 1.4 eS 12 122 
U.S. insurance industry 1.3 ie 0.9 0.9 0.8 


In Canada, property and casualty companies are regulated by the Office of the Superintendent 
of Financial Institutions on the basis of their Section 516 surplus. At December 31, 2002, 
Fairfax’s Canadian property and casualty insurance subsidiaries had a combined Section 516 
surplus of approximately $251 (2001 — $206) in excess of minimum requirements. 


In the U.S., the National Association of Insurance Commissioners (NAIC) has developed a 
model law and risk-based capital (RBC) formula designed to help regulators identify property 
and casualty insurers that may be inadequately capitalized. Under the NAIC’s requirements, an 
insurer must maintain total capital and surplus above a calculated threshold or face varying 
levels of regulatory action. The threshold is based on a formula that attempts to quantify the 
risk of a company’s insurance, investment and other business activities. Fairfax does not 
anticipate any adverse effects of such requirements. At the end of 2002, the U.S. insurance, 
reinsurance and runoff subsidiaries had capital and surplus in excess of the regulatory 
minimum requirement of two times the authorized control level — except for TIG, each 
subsidiary had capital and surplus in excess of 2.9 times the authorized control level. As part of 
the TIG reorganization described on pages 61 and 62, Fairfax has guaranteed that the merged 
TIG and IIC will have capital and surplus of at least two times the authorized control level at 
each year-end. 
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Fairfax and its insurance and reinsurance subsidiaries are rated as follows by the respective 
rating agencies: 


Standard 

A.M. Best & Poor’s Fitch DBRS Moody’s 
Fairfax bbb- BB BB BB+ Ba3 
Commonwealth A- BBB BBB+ - = 
Crum & Forster A- BBB BBB+ = Baa3 
Falcon - A- ~ ~ - 
Federated A- BBB BBB+ ~ = 
Lombard A- BBB BBB+ - - 
Markel A- BBB BBB+ ~ - 
Old Lyme A- - ~ = = 
Ranger B++ - BBB = = 
TIG Specialty Insurance B++ BBB BBB+ - - 
OdysseyRe A A- A= - Baal 
Liquidity 


The purpose of liquidity management is to ensure that there is sufficient cash to meet all 
financial commitments and obligations as they fall due. 


Fairfax’s combined holding company earnings statement is set out on page 123, and its 
composition is explained on page 117. As shown, the holding companies had revenue of 
$408.5 in 2002, consisting of dividends from their insurance and reinsurance subsidiaries 
($146.0), interest income ($13.9), management fees ($31.5) and realized gains ($217.1). After 
interest expense ($122.7) and operating and other expenses ($71.3), the holding companies 
had pre-tax earnings of $214.5. The operating expenses include, besides administration 
expenses, the cost of certain systems and other costs of insurance subsidiaries reimbursed by 
the holding companies. This income statement shows that in 2002, Fairfax very comfortably 
met all its interest and operating expenses from internal sources. 


For 2003, Fairfax’s access to dividends from its subsidiaries without obtaining prior regulatory 
approval has increased to $670 (mostly from its non-North American subsidiaries) from $232 
in 2002. Fairfax determines the amount of dividends that any subsidiary will pay during a year 
based on its capital requirements and the current year’s operating performance. In general, 
Fairfax’s subsidiaries do not pay dividends to the full extent of available dividend capacity. 


At the end of 2002, Fairfax had a large cash and marketable securities holding of $517.7 
available to meet upcoming obligations and unexpected requirements absent any other source 
of funds. If not used for these purposes, the cash in the holding company, after the receipt of 
contractual management fees, would permit Fairfax to meet its net interest, preferred dividend 
and other overhead expenses for three to four years, without access to any dividends from its 
insurance and reinsurance subsidiaries. 


Also, as of February 28, 2003 Fairfax had $740 of unsecured, committed bank lines, which 
reduce to $518, $275, $129 and $0 on September 30 of the years 2003, 2004, 2005 and 2006 
respectively. The only significant covenant attached to these lines is a covenant to maintain a 
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net debt to equity ratio not exceeding 1:1. The company has used $386 of the credit available 
under these lines for the issuance of letters of credit, as required by insurance regulators for 
non-admitted reinsurers, in support of its subsidiaries’ reinsurance obligations, principally 
relating to ORC Re’s intercompany reinsurance of U.S. subsidiaries (this use is expected to 
reduce to approximately $275 by September 30, 2003). (These letters of credit constitute $386 
of the $468.0 of unsecured letters of credit referred to in note 11 to the financial statements.) 
The company determined to defer discussing renewal of these lines until after the release of 
this Annual Report, and intends after that release to discuss the renegotiation of those lines 
with its banks. 


In addition, in 2003 the company expects to receive in excess of $175 in management fees, 
interest on its holdings of cash, short term investments and marketable securities and tax 
payments from OdysseyRe as a result of the reconsolidation of OdysseyRe into the U.S. tax 
consolidation group. 


Subsequent to December 31, 2002 Fairfax paid a common share dividend of $21, contributed 
$30 of additional capital to Lombard to support that company’s expanding business and repaid 
its RHINOS preferred securities of $207 from its cash holding. In addition to its interest, 
operating and preferred share dividend expense expected to aggregate approximately $200, 
Fairfax’s remaining obligations in 2003 consist of maturing foreign exchange contracts of 
$107, a repayment of $150 (US$100) to TIG in June in connection with arrangements for the 
use of cash derived from the OdysseyRe IPO, and $177 of debt maturing in December. 


The company believes that the resources described in the four paragraphs preceding the above 
paragraph provide adequate liquidity to meet all of the company’s obligations in 2003, as 
described above, even if none of those obligations were refinanced or rolled over on maturity. 
As usual, cash use will be heavier in the first quarter and first half of the year, with proceeds 
from available resources being weighted to the latter half of the year. In addition, Fairfax 
intends to work on available alternatives during 2003 to achieve its intent of again 
maintaining cash, short term investments and marketable securities in excess of $500 at the 
holding company by the end of 2003. 
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The company manages its debt levels based on the following financial measurements and 
ratios (with Lindsey Morden equity accounted): 


2002 2001 2000 1999 1998 
Cash and marketable securities SET, 833.4 545.4 Pai 305.4 
Long term debt 2,221.2 2,205.8 1,851.4 1,959.0 1,444.4 
Purchase consideration payable 324.7 - - - ~ 
RHINOS due February 2003 214.9 2AF aA 204.3 200.0 - 
Net debt Zase. 35895 1 510:3-- 115446.3. 01,139:0 
Common shareholders’ equity B75 Oils O42 e/a LOOLS Eo LGLON IE 2,238.9 
Preferred shares and trust preferred 
securities of subsidiaries 326.0 343.7 eyo 378.8 - 
OdysseyRe non-controlling interest 424.2 361.8 - - - 
Total equity 4,101.7 3,748.2 3,568.0 3,494.8 2,238.9 
Net debt/equity 55% 42% 42% 41% 51% 
Net debt/total capital 35% 30% 30% 29% 34% 
Net debt/earnings 5.4x N/A Ox: 11.6x Doll 
Interest coverage 4.6x N/A 0.9x 0.7x 6.6x 


Given the due date of the RHINOS and the company’s decision in 2003 to repay them, they 
have been reclassified as debt since their issuance (they were repaid in February 2003). The net 
debt/equity and net debt/total capital ratios at the end of 2002 increased due to external debt 
of US$S0 issued by OdysseyRe in the second quarter of 2002 and the addition of the $324.7 
purchase consideration payable in connection with the December 2002 transaction involving 
the acquisition of an additional interest in TRG, described on pages 61 and 62. The long term 
debt and net debt at December 31, 2002 include external debt issued by OdysseyRe of $316.0 
(US$200.0). Total equity includes OdysseyRe’s 26.2% non-controlling interest which supports 
repayment of OdysseyRe’s debt. Preferred shares and trust preferred securities of subsidiaries 
decreased in 2002 as the result of a repurchase of trust preferred securities in the third quarter 
of 2002. 


Based on the definitions contained in its banking agreements (which include OdysseyRe’s debt 
and the trust preferred securities of subsidiaries as debt and exclude OdysseyRe’s non- 
controlling interest as equity), at December 31, 2002 the company’s net debt to equity ratio 
was 67% and its equity exceeded its net debt by $1.2 billion. 


The 2002 net debt/earnings and interest coverage ratios reflect the company’s return to strong 
profitability in that year. 
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Issues and Risks 


The following issues and risks, among others, should also be considered in evaluating the 
outlook of the company. 


Claims Reserves 


The major risk that all property and casualty insurance and reinsurance companies face is that 
the provision for claims is an estimate and may be found to be deficient in the future as a result 
of unanticipated frequency or severity of claims or for a variety of other reasons including 
unpredictable jury verdicts, expansion of insurance coverage to include exposures not 
contemplated at the time of policy issue (e.g. asbestos, pollution, breast implants), and poor 
weather. Fairfax’s gross provision for claims was $21,165.1 at December 31, 2002. 


Reinsurance Recoverables 


Most insurance and reinsurance companies reduce their liability for any individual claim by 
reinsuring amounts in excess of the maximum they want to retain. This third party 
reinsurance does not relieve the company of its primary obligation to the insured. Reinsurance 
recoverables can become an issue mainly due to solvency credit concerns, given the long time 
period over which claims are paid and the resulting recoveries are received from the reinsurers, 
or policy disputes. Fairfax had $11,992.9 recoverable from reinsurers as at December 31, 2002. 


Catastrophe Exposure 


Insurance and reinsurance companies are subject to losses from catastrophes like earthquakes, 
windstorms, hailstorms or terrorist attacks, which are unpredictable and can be very 
significant. 


Prices 


Prices in the insurance and reinsurance industry are cyclical and can fluctuate quite 
dramatically. With underreserving, competitors can price below underlying costs for many 
years and still survive. 


Foreign Exchange 


The company has assets, liabilities, revenue and costs that are subject to currency fluctuations, 
particularly in the U.S. dollar but also other foreign currencies. These currency fluctuations 
have been and can be very significant. As foreign exchange contracts hedging the company’s 
net investment in U.S. subsidiaries are closed out at maturity, the company’s shareholders’ 
equity is increasingly subject to variation, through its currency translation account, 
particularly as the Canadian/US dollar exchange rate fluctuates. 


Cost of Revenue 


Unlike most businesses, the insurance and reinsurance business can have enormous costs that 
can significantly exceed the premiums received on the underlying policies. Similar to short 
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selling in the stock market (selling shares not owned), there is no limit to the losses that can 
arise from most insurance policies, even though most contracts have policy limits. 


Regulation 


Insurance and reinsurance companies are regulated businesses which means that except as 
permitted by applicable regulation, Fairfax does not have access to its insurance and 
reinsurance subsidiaries’ net income and shareholders’ capital without the requisite approval 
of applicable insurance regulatory authorities. 


Taxation 


Realization of the future income tax asset is dependent upon the generation of taxable income 
in those jurisdictions where the relevant tax losses and other timing differences exist. The 
major component of the company’s future income tax asset of $1,544 at December 31, 2002 is 
$1,102 relating to the company’s U.S. consolidated tax group. Failure to achieve projected 
levels of profitability for Crum & Forster and OdysseyRe in 2003 could lead to a writedown in 
this future tax asset if the expected recovery period becomes longer than three to four years. 


Common Stock Holdings 

The company has common stocks in its portfolio, the market value of which is exposed to 
fluctuations in the stock market. 

Goodwill 

Most of the goodwill on the balance sheet comes from Lindsey Morden. Continued 
profitability is essential for there to be no deterioration in the carrying value of the goodwill. 
Ratings 


The company has claims paying and debt ratings by the major rating agencies in North 
America. As financial stability is very important to its customers, the company is vulnerable to 
downgrades by the rating agencies. 


Holding Company 


Being a small holding company, Fairfax is very dependent on strong operating management, 
which makes it vulnerable to management turnover. 
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Quarterly Data (unaudited) 
Years ended December 31 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 

2002 
Revemuenees, Aa) iat ee ace ee 1,742.2 1,890.1 2,244.6 2,085.4 
Netrearmings ts ).45 asso. eee 1S 47.0 281.4 76.0 
Net earnings pet share... 20 a... 0.46 2.95 19531 6.06 

2001 
REVenlU ements 15283 oo ley, 1,336.7 T2930 
INGieannines) (LOSS) aerate 30.9 46.0 (458.3) 35.4 
Net earnings (loss) per share..... $ 2 2chd 3S yo Sdi2l@ eh GS.23) sialic. 

2000 
REVenUC) emein i? cae Ee: 1,A485:6*" | -1,53,728* * S45 A el S197, 
Net carninesy(lOSS) yarns eerie Soe 83.6 (22) 40.0 
Net earnings (loss) per share..... Ny EPA yo nT eS aS OE), Sy adel 


* Reclassified to conform with year-end presentation 


Stock Prices 


Full 
Year 


7, 96a 
415.7 
28.78 


6,125.7 
(346.0) 
$ (28.04) 


6,188.5 
137.4 
+, ( 2A4e 


Below are the Toronto Stock Exchange high, low and closing prices of subordinate voting 


shares of Fairfax for each quarter of 2002, 2001 and 2000. 


First Second Third 
Quarter Quarter Quarter 


2002 
High, 5. us/. sive lee ee pee ae ee ee 195.00 190.50 162.00 
LOW? sce: Pisce bat acre ie eure tener iment 156.00 145.05 104.99 
Chosé’y.. cA Sst hte et SEO A 164.75 152.00 118.50 
2001 
igh: 4. 9 vebemeehaie tos psy eee ee poe ee 289.00 234.00 242.50 
LOW '5.2:-Sefesn Mae Cheese ete aero nae eern nea ee eae 185.00 171.50 174.00 
ClOSe 2. Pee ars Bert aes ic eee OSES) 227.90 202251 
2000 
FGI isc ya iss Mas Gaia cae ha ee eee 246.00 194.00 201.00 
LOW? isijacei3i ck Gasset eae hate, SRE ee pe ee eee 146.75 150.00 161.00 
COSC oa 'e Shas ve yerieen Oe ley secant cake hes ane 178.00 162.00 188.25 


Fourth 
Quarter 


164.00 
107.00 
12 Aeit 


227.00 
160.00 
164.00 


242.20 
176.00 
228.50 


The subordinate voting shares of Fairfax were listed on the New York Stock Exchange on 
December 18, 2002, where the high, low and close prices up to the end of 2002 were US$90.20, 


US$77.00 and US$77.01, respectively. 
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Supplementary Financial Information 

The following unaudited financial information is prepared as supplementary information to 
the company’s consolidated financial statements as at and for the years ended December 31, 
2002 and 2001. The purpose of each supplementary statement and its basis of preparation are 
discussed below. Note (2) on page 51 is applicable also to these supplementary statements. 


The combined balance sheets and statements of earnings for Fairfax’s insurance and 
reinsurance companies are intended to provide more detailed information on the underlying 
core operations. The individual balance sheets and statements of earnings of each of the 
underlying insurance and reinsurance companies have been added together without 
adjustment for items such as intersegment transactions and purchase price adjustments. For 
2002, TIG Insurance has been excluded from the combined balance sheet following the 
decision to place the company in runoff on December 16, 2002. 


The consolidated financial statements of Fairfax with equity accounting of Lindsey Morden are 
intended to present Fairfax’s financial position in a manner which recognizes, as is 
appropriate, that Lindsey Morden is not part of Fairfax’s primary operating segment of 
insurance and reinsurance. This presentation is also consistent with the company’s bank 
agreements where Lindsey Morden debt is excluded from the net debt to equity ratios since 
Lindsey Morden is a separate public company whose debt has not been guaranteed by Fairfax 
(although Fairfax has provided Lindsey Morden with a letter of financial support for 2003 as 
Lindsey Morden restructures and turns around its U.S. operations). 


The unconsolidated balance sheets of Fairfax are intended to provide a summary of the 
holding company’s investments in its subsidiaries by operating segment and its other assets 
and liabilities including long term debt. The investments in subsidiaries are carried on the 
equity basis whereby the investment reflects the cost of acquisition and post-acquisition 
earnings (including the effect of purchase price adjustments) less dividends received. 


The unconsolidated statements of earnings of Fairfax provide supplementary information on 
the holding company’s sources of revenue and interest and overhead requirements, both of 
which are discussed in more detail under Liquidity beginning on page 111 of the MD&A. These 
combined holding company statements of earnings include the unconsolidated earnings 
statements of Fairfax Financial Holdings Limited, the Canadian holding company, and the 
U.S. holding companies which have issued long term debt or trust preferred securities and 
which carry out certain of Fairfax’s parent company corporate functions. These statements 
exclude intercompany arrangements other than dividends from subsidiaries, and exclude the 
combined holding company’s premium payments and recoveries under the Swiss Re Cover. 
None of the holding companies pays tax currently, and accordingly these statements are 
presented on a pre-tax basis. 
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Fairfax Insurance and Reinsurance Companies 


Combined Balance Sheets 
as at December 31, 2002 and 2001 
(unaudited — Cdn§$ millions) 


Assets 
Accounts receivable anGdOther macnn eee eee ee 
Recoverable fromiremSurersan. sae eee ee ee ere 


Portfolio investments (at carrying value) 
Cashvand short termini esti enitsie rae eee perenne 


Prefetred StOCKS a/c ji hendcagcesep aan ae ee hee Oe eee eee 
GOMOD STOCKS age ace acetate, sede RR OO Oe ee eee ee 
Investments in Hub, Zenith National and Advent................. 
Real CS tate se tec acl voles sae a a Rae ee 


Deferred premium ‘acquisitions COSts.....2 sera e eee eee 
FUTULETINCOME TAKES: “SRA. de eran ato ea era eee 3 ae eto Ste aaa ee 
Capital-assets: : <5... AP. a it ew tee 
Good wilh 25. vta. 00 RR ee de ee 


Liabilities 
Accounts payable and accred Mabilties Cc. tee. cates ess ees 
Funds ‘withheld payable: to Temsueerss wns a2 ray 15 ie ss eine ares a 


Provision fotiClainns (0:5 Seine ane ee eee ee 
Unearnedopremiiumis'. 0.28) 2 NSS. eG eects wea met sera cae 
Long term debt erie easeent: Sastre eee: Peeette a eee ice clans 


Shareholders’ Equity 
Gapital: StO CK rei te rs rts ct cena ok eR eee ie ees 
Contributed Sur plustmerguatrcn Cones rere tek bases eeaeta etree anc aN a 
Retained earnings sca erge eerie toe st reece ener me te eer rere 


(1) Excluding TIG 
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2002 2001 
22575 2 7G 
6,589.9 11,949.6 
8,847.4. 14,174.2 
1,810.4 L707 
7,226.0 8,904.5 

245.0 126.9 
819.0 556.9 
373.7 471.3 
12.8 16.2 
10,486.9 11,783.5 
432.5 492.1 
514.9 1,344.4 
78.3 98.2 
34.1 33.7 
13.9 23.2 
20,408.0 27,946.3 
1,236.2 937.2 
795.3 IANO, 
20315 2,190.2 
11,578.4 19,000.4 
2,688.8 2,589.0 
316.0 262.0 
14,583.22) 6014 
2,874.3 2,990.7 
58.6 682.7 
860.4 Zai3 
3,793.3 3,904.7 
20,408.0 27,946.3 


Fairfax Insurance and Reinsurance Companies 


Combined Statements of Earnings 
for the years ended December 31, 2002 and 2001 
(unaudited — Cdn§ millions) 


2002 2001 

Revenue 
GHOST [OS TATA Vina aesn, We A hisota oa omnes Ha Cai ee Gclckin aac lca ite crore 7,162.0 6,802.0 
IN Che LEMLIUTIS SWINE eer. tote aes aay yrereraa aero uars ea pele ete etn 5,665.8 5,063.0 
INKEE [SHRSSO MINIONS CANCE ic cleloea ecto ob BO nto Neo ete ee aoe eae 4,984.7 4,649.9 

Expenses 
SOSSCSHONLC ALIS Rares Mant etc a Me RRA ee eee ain tole atte a eaten 3,498.5 3,880.1 
OPELALITSTeX PCIISCS Rapier err Re yaa aie eaten eee aateeaccene cheer cota seas 630.2 750.6 
GOMMMLSSTOMNS am Clem yee eI ey ere tae eee ute ee Rene s oes scvaevcisrceiaeus 861.7 OOHES 


4,990.4 5,622.0 


WIMGCEWEDULISE LOSS oo ng FOU etre aaa dada woe A tra ee (Gor) (972.1) 
Investment and other income (expense) 

interestgam GkaivicemdSerarerceterericm oar ae ine oe cide a ste 460.0 491.7 

PUL Z OG COS SOO EEIVESTITICTNUS ot ile) ota e gut in ee ara tne elie en agers eceusiolls wc 5 0 Pape | Ne! 

787.1 545.4 

HIDES CACMLOSSES Mew aps cee aves ay ena sie reece exten tein echt a - (116.7) 

OpiemCcosts ancderestnuictuninggeharoeSarn essere ieee ae. (44.6) (49.1) 

© EL Cra MEER od is ces ea RTE ene een cuzin CR A ene ws Seas (10.9) (11.6) 


F3X.6 368.0 


Earnings (loss) before income taxes ..........................-.. VASE) (604.1) 
Provision TOr(recov ery Of) ANCOME MANES oc ced ec henioay olen cs ee 96.8 (255.0) 
Earnings (loss) from operations ...................... 0000 eee eee WAL (349.1) 
OSS CALI One ee ee ree IAD Sas oe ee ee On ep eee 70.2% 83.4% 
EEX PEMSE PAU Fenn oy, ices la eo ee On wie Mae cushy s Mocade 29.9% 37.5% 


Combined tatiOr co. a ee ee Se AS EEE Rae Oe es 100.1% 120.9% 
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FAIRFAX FINANCIAL HOLDINGS LIMITED 


Fairfax with Equity Accounting of Lindsey Morden 


Consolidated Balance Sheets 
as at December 31, 2002 and 2001 
(unaudited — Cdn$ millions) 


Assets 
Gashv and! short tem unvestimentsa se eerie ere 
Marketable’securities uo te on ete ne ea OO On tae 
Accounts teceivablerand Other] asa. see eke eeetee ee 
Recovetablefrom: reinsurers. eee 


Portfolio investments 
Subsidiary cash and short term investments (market value — 
$2,693:4;52002—)$2. 251.5) Reece eer rere 
Bonds (market value — $11,869.8; 2001 — $11,424.2)......... 
Preferred stocks (market value — $249.7; 2001 — $126.4)...... 
Common stocks (market value — $1,125.4; 2001 — $910.7) ... 
Investments in Hub, Zenith National and Advent (market 
value=1$525.45 2001 $556:3) ee ee oe 
Real estate (market value — $38.2; 2001 — $82.7)............. 


Total (market value — $16,501.9; 2001 — $15,351.8)............ 


Investment iny Lin dsevaNlor Geers. erin tater ee eee 
Deferred’ premium acquisitiom.cOsts: 221.25 sears oer oe eee ere 
Future INCOME: taXeS s:. = Teva cht) =e Sees ets Ae ee ee wy, 
Premises;and equipment: o.65 01s ete ee 
CrOOd Will 20 soit. wove ta tee ied abs 8 hs, RGN AEN e ia Re Fa 


Liabilities 
Accounts payable and accrued liabilities .................... 
Funds withheld payable to TeMmSUnets © ccc. o.e ecesieic ete 


Provision: FOr Claas iis ct nas ee eee ey eae eee mene eens 
Unearned -prernbinnnys (sath trects ccee shee ay eee unre eee eines 
Long. tern: Gebt (et -eeiae renratrrnct rs ao oe nee eee eee 
Purchase consideration: payanle fon ste nee eee eee 
TUst prefemedssecunitics: Of Sulsidiaties mere teeter 


Non-contiolling interests: at 25 ats cone races tas 
Excess of net assets acquired over purchase price paid ....... 


Shareholders’ Equity 
COPAMON SPOCK cat ratacnie Oy a are nem Miche ake akan = ae are 
Pretesred StOCK o7..c.2c13.5 ue peer iire ee ok nee tahe el erae 
Retained carries ao. oe eee so os ee ae ele rere 
Cutrency translation accoumtr «Sinn so secc nos Dae ee 


2002 2001 
481.2 751.5 
36.5 81.9 
3,424.8 3,228.2 
11,992.9 12,802.1 
15,935.4 16,863.7 
2,693.4 2,251.5 
11,681.9 11,745.3 
253.0 126.8 
1,073.6 870.8 
559.7 502.2 
32.4 78.3 
16,294.0 15,574.9 
87.5 98.0 
593.4 518.0 
1,532.9 1,699.6 
153.0 168.8 
41.0 43.8 
91.0 86.9 
34,728.2 35,053.7 
1,870.9 1,688.4 
1,516.1 1,793.1 
3,387.0 3,481.5 
OT T65: 1 22,085.8 
3,300.4 2,645.9 
2221 2 2,205.8 
324.7 Z 
340.9 360.8 
27,352.3 27,298.3 
437.4 979.8 

e 51.4 
2.2352 2,261.4 
200.0 200.0 
1,244.4 796.2 
(128.1) (14.9) 
3,551.5 3,242.7 
34,728.2 35,053.7 
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Fairfax with Equity Accounting of Lindsey Morden 


Consolidated Statements of Earnings 
for the years ended December 31, 2002 and 2001 
(unaudited — Cdn$ millions except per share amounts) 


Revenue 
ROO SSCPIPEIU UTS WEUTCDD Ee Rn ete hoeels spins a atedy od 2-8 es wlan 


ING ESOL MINUS SWELCLCI rt tre tran yeti arse er oes fet eater aneravacs 


INGbypreMmiUmMSseann ere a Nees Se otic chain's cnn cle OT eee as 
INDUS REC Gl alal Volibaka KSsaKs > Sse on Siar crotomea ke ana ae acc ete eR ee 
INealliiaerel MANOS Gig MANKONTMEINGS oh sococcadsagccasouncadsaocons 
RealizedscaiieOna@ciySSey Rene Oxamenter se eyes reae 
PQUIbvAecarMingss (LOSS) Oimueinadsev” MOL enim ae menacieie ie eae 


Expenses 
POSSESOMVClAUMNS Fedor reds s came ne ves oa eels oad caeme Mode ees 
He rAtiNSGeXP OMS CS rrceenn eres teeter yk srousty erect seis eiacemcheisire are te Fede 
COMmmMalSstOnsenn ctw wearer reine es tae cee Ge risers Gieielo maa 
NiNTELESTREXKPDETIS Cleese nist sete ceerneln eter ere elon aia mis aes Glee chelsea Gesiw ee) bushes 
REStEO CLUS and OULEr COSTS Si a.g usc oe ce otek eo cine sen oie 
Bye ISSINGS LCI S yaa o per ak cine cinta tnstsha do nine cunts mieche ebtors ahaa 
ISIN S SIT CACMIOSSES 7 pare teyyetn et crenata neRE AG aro. She) speeeysde eyes 
INe@Sativiers OO WIL rr rseiavs csominauiesc 1 seicgor seer ata aeistant disse ous sets 


Earnings (loss) before income taxes....................... 
Provision for. (tecovery Of) INnCOmMe TAXES). 070. cee ms snes 


Earnings (loss) from operations and before 
CXICAOLGINALY SCCM: ooo. os eer ence esse wees, ee 
INGvati vere OO Will yee Ass cuts mista ccc ccuersnetewtta wah resarteces or entiz stoner ods 


Net earnings (loss) before non-controlling interests ..... 
Nonecomtrolling tterests ict seers cic. meme haa Sian pina 


Net ecarnings(1OSS) Gicuces eo oe | eee ee ee sas 


Net earnings (loss) per share before extraordinary item 
and after non-controlling interests ..................... 
Net earnings (loss) per share .........................00055 


2002 


2001 


6,838.0 
5,045.1 


4,806.7 
680.8 
162.3 

51.2 
(3.9) 


SOM 


4,062.8 
937.0 
1,041.4 
195.2 
49.1 
143.6 
116.7 


(78.6) 
6,427.2 


(730.1) 


(382.5) 


(347.6) 


(347.6) 


1.6 


(346.0) 


$ (28.04) 
$ (28.04) 
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FAIRFAX FINANCIAL HOLDINGS LIMITED 


Fairfax Financial Holdings Limited 


Unconsolidated Balance Sheets 
as at December 31, 2002 and 2001 
(unaudited — Cdn§ millions) 


Assets 
Subsidiary companies 


Insunance:—iCanad aren. shitty ee eee 
Tasuramce' "WeSC ea ie es eee A a 


Liabilities 


Accounts payable and other liabilities ................... 
Lonigitermmrdebty toenail ae ie se ee 


Shareholders’ Equity 


COMMON STOCK Messer ase Coe ae i eer ee eee 
Preferred! STOCK Rega see mee ae area ae cs ener areata 
Retained! Cannings / Cr ceaa.c hati | ee ne ae eee 
Currency: translavlonaccOuniti te cae eee eee ero 


2002 2001 
666.8 593.0 
1,640.8 1,981.1 
1,209" LOT 
1,389.2 440.0 
67.1 19.5 
4,973.0 4,050.6 
481.2 hat Bs: 
36.5 81.9 

= 543.4 

58.4 86.5 
59549 17° 95:515.0 
261.9 397.5 
735.7. 4 16r3c8 
1,997: 6922742 
2235.2) “2.2614 
200.0 200.0 
1,244.4 796.2 
(128.1) (14.9) 
Ceteh Ewen 2a Vay, 
5/5491) 5513.9 


(1) TIG is included in runoff as a result of its merger with International Insurance on December 16, 2002. 


(2) As of December 31, 2002, the Swiss Re Cover was assigned in its entirety to ORC Re which was accounted for 


at book values as a transaction between companies under common control. 


Note: These unconsolidated balance sheets do not include debt issued by Fairfax’s subsidiary companies (TIG — 
$169.5; 2001 — $181.2; OdysseyRe — $316.0; 2001 — $239.4; and Lindsey Morden — $129.4; 2001 — 


$1382); 


Fairfax Financial Holdings Limited 


Unconsolidated Statements of Earnings 
(combined holding company earnings statements) 
for the years ended December 31, 2002 and 2001 
(unaudited — Cdn§$ millions) 


Revenue 
1D vil CET CptM COM CR ere wae aes ttre Ae or letersi rade 6/5 SOG ake ree aieeaeiys 
Paterestihh Co lmenn enti. eth cn sa nets Gaacshikida spats aihae’s aR ee hes ie 
IVA AIBA C CEC ENCES rh tt ts ene Ias sienna 1 2ecs alcnci ols esaia aise ait sate Sie alr eta we atasere eG 
RealtZeGe oats prep eet eyen ees ioe iene otis syns (ioral ayo lai eyo ech ola cuentas eve aie Neseee 2 
Redlizedvosin On Odyssey Red PO jcaije Wats carton cb ae le Ae aL heroic 


Expenses 


2002 


2001 
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APPENDIX A - NOVEMBER 8, 2002 LETTER TO SHAREHOLDERS 


FAIRFAX 


FINANCIAL HOLDINGS LIMITED 


November 8, 2002 
To our shareholders: 


We are back! What a difference a year makes. Last year, we reported the largest loss 

($458 million) in our history in the third quarter. This year, in the third quarter, we reported 
the largest quarterly profit ($281 million) in our history. Our gross premiums written are up 
22% in the first nine months of 2002 while our net premiums written are up 33%. The 
combined ratio for the first nine months was 103.3%. If you drill a little deeper, it gets even 
better, as the table below shows. 


Year to date 
September 30, 2002 


Combined Net Premiums 


Ratio Written 
(%) (% change) 

Canadian Insurance Companies 
Commonwealth: 2.cnos. Aon og oe et eee ee 93.5 +212 
Federated 3522 ob oom ee Ma re ene Ea 94.8 +18 
ombard ee nk bbe eee cee eee eat Palen enema oe 98.7 +24 
Markel io ciccci etna tens ace ine ee. eheae pluck nets Nene ene aaa 97.1 +60 
Total teden.c): Viger eis ic Oe ee 97.4 +54 

U.S. Insurance Companies 

Crum & FOrsters ica sce ee eee 104.0 +61* 
"VIG" Total ee ee ay eae ee nn oe ee hil? —14* 
= COMUMUIN G5 = ts corte ere er sna ieee eect 104.2 +50 
= Discontinued’... Sane © ee he eae 120.0 —58 
Total <. scccgispeatecr ecco bso ee Te ee ar eee 108.2 +11 
Reinsurance!—(OdysseyRewn oan eer ation er ioe eee 99.2 +67 


Total ‘Fairfax’ <<. aac eer eee eee Oe 103.3 +33 


* +13% for Crum & Forster and -22% for TIG including ceded reinsurance premiums in 
2001 


In my letter to you last year and in our annual report, I said that in this hard market, we 
would expand our business significantly, keep more of it and get our combined ratios below 
100%. This is exactly what has happened at our Canadian insurance companies and 
OdysseyRe. At Crum & Forster, the continuing improvements resulted in an excellent third 
quarter — net premiums written were up 35% (including ceded reinsurance premiums in 
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2001) and the combined ratio was 102.6% — and we are well on our way to meeting our 
combined ratio objectives. 


At TIG, consistent with our expectations as discussed in our 2001 annual report and our 
first quarter 2002 report, net premiums written dropped by 14% in the first nine months 
because of TIG’s exit from a significant part of its program business written through MGAs. 
Excluding this discontinued business, net premiums written were up 50% and the combined 
ratio was 104.2% for the first nine months of 2002. TIG is the only one of our companies 
that has failed to achieve our objectives but, rest assured, it will, albeit from a smaller base. 


While our underwriting operations were strong and benefiting from the hard market, the 
left hand side of our balance sheet also continued to be very strong. We made realized gains 
of $592 million in the first nine months of 2002 while ending the quarter with an 
unrealized gain of $227 million in bonds and with unrealized common stock gains 
maintaining their end of 2001 level around $95 million. Notwithstanding the significant 
drop in equity markets in 2002, the total return for the portfolio in the first nine months 
was 10.0%. At September 30, 2002, our investment portfolio had $2.6 billion in cash (16% 
of the portfolio), 56% of the bond portfolio was in government bonds (mainly 

U.S. treasuries) and only 7% of the portfolio was in common stock (excluding Hub, Zenith 
National and Advent). 


In the last few years, we have protected our investment portfolio from a 1 in SO year or 1 in 
100 year stock market decline, not unlike the catastrophe protection we buy for our 
insurance operations. This protection has served us well as U.S. and European stock markets 
have declined by approximately 50% from their highs. Many insurance companies, 
particularly European, have had significant declines in net worth because of their equity 
exposures. 


Our investment portfolio has benefited as throughout the market ‘‘bubble”’, we had no 
stock or bond investments in telecoms, techs or the various high fliers like Enron or Tyco. 
Our bond portfolios have benefited from being of very high quality, having to a large extent 
two maturity dates (put bonds) and not having “reached for yield’’. ‘‘Reaching for yield” 
has been magnified by the focus in the P&C industry on “operating” income as opposed to 
“net” income. Thus, many insurance companies have recently had significant growth in 
“operating” income but have reported little “net’’ income or even losses because of realized 
investment losses. We have always focused on growing book value through net income 
from all sources. The P&C industry focus on “operating” income has perhaps also led 
insurers to underwrite credit derivatives (like credit default swaps) and other risky financial 
products, which it is our policy to avoid. 


So, are we still concerned about the 1 in 50 / 100 year stock market decline? A major stock 
market decline has already taken place — this is why our S&P 500 put position has dropped 
from US$1.1 billion to US$400 million. However, we still see major risks in the broad 
market indices and in the U.S. economy. Why? Two major reasons: 


1. In spite of the S&P 500 being down almost 50% from its high, it is still selling at 
around 20 times earnings and about 3.5 times book value. Optimism abounds in the 
stock market and investors continue to focus on the long term irrespective of price. 
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2. Short-term interest rates have dropped dramatically in 2001/2002 to 40 year lows and 
yet business conditions, with the exception of housing and autos, continue to be weak. 
It seems to us that the Federal Reserve may have exhausted its ammunition to prolong 
the economic cycle any further. 


We think the risks that we have discussed in our annual reports (a run on mutual funds, 
bonds collateralized with consumer debt) and the more recent ones, including rising 
unfunded pension liabilities, continue to be very significant. Having said that, as long-term 
value oriented investors, these financial markets (where fundamental analysis is again very 
important) are markets in which we have historically excelled - and we have more than 
$1,100 per share of investments to work with! 


An update on three significant potential risks that we have discussed in our annual report: 


1. Reinsurance Recoverables. Utilizing our expertise at TRG, we continuously review this 
exposure and we continue to feel comfortable that we will fully recover our net 
reinsurance recoverable. Details of our top 50 reinsurers were listed on page 76 in our 
2001 annual report. One that recently has been a concern for many analysts is Gerling 
Global. The net recoverable of $134.5 million as of December 31, 2001 has been 
reduced to $77.2 million due to additional security obtained in 2002. This balance is 
largely recoverable from Gerling Global (U.S.), which had statutory surplus of 
US$335 million at June 30, 2002, or from a Gerling Global branch where regulators 
require the maintenance of trust funds. Also, we have purchased some high quality 
credit protection on reinsurers we have concerns about. In spite of the tough times in 
2002, we have not had and do not expect to have any problems in this area. 


2. Deferred Tax Asset. This has come down by $141 million in the first nine months of 
2002. We continue to feel confident that the balance will be realized from future 
profitable operations. 


3. Asbestos Liabilities. In our annual report, asbestos liabilities are discussed in some detail 
beginning on page 73, and our meaningful reinsurance protection is discussed on 
page 79. Recognizing that this continues to be a developing area, we are comfortable 
with the outstanding expertise we have at TRG where these liabilities are actively 
reviewed. 


Two other areas which have recently been the object of investor concern for companies 
generally are the effect on earnings of expensing stock options and the existence of 
unfunded liabilities under defined benefit pension plans. Neither of these is an area of 
significance for Fairfax. As to the first, Fairfax has never issued treasury stock options and 
has always expensed the cost of its stock incentives over the term of the incentives. As to 
the other, Fairfax has only limited ongoing defined benefit plans throughout the group. 
Taken in the aggregate, the approximately $400 million of assets in these plans are close to 
90% invested in cash and fixed income securities, expected rates of return are less than 7% 
and there is a minimal unfunded liability. 


In our third quarter 2002 quarterly report, we state once again that our company’s objective 
is to maintain cash, short-term investments and marketable securities in the holding 
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company of at least five times the company’s annual interest expense until the company’s 
consolidated combined ratio comes down below 105% and its earnings cover its annual 
interest expense by five times. While we have achieved these combined ratio and earnings 
coverage tests for the nine months to September 30, 2002, it is still our objective to 
maintain approximately $500 million in cash and investments in the holding company at 
year-end 2002. Subject to this objective, we will continue to buy back our stock and bonds 
as we have done in the first nine months of 2002. 


As discussed in our annual meeting and confirmed at our July 9 investor meeting in 
New York, we expect to list Fairfax shares on the NYSE on December 18. Like most 
Canadian interlisted companies, we will continue to express our accounts in Canadian 
dollars and use Canadian GAAP, with U.S. GAAP reconciliations disclosed every quarter. 
Given the NYSE listing, we plan to have an annual investor meeting in New York. 


I have given you an update on all the relevant factors that affect Fairfax with no comments 
yet on the current stock price. Even though you know we have never paid much attention 
to short-term stock prices, I must say that I never thought that our stock price would fall as 
low as it has in 2002. For the first time in 17 years, I and our directors and key officers, after 
Fairfax pre-announced its realized gains, bought as many shares as we could afford (and 
then some!). There is nothing more we could do to let you, our long-term shareholders, 
know that we felt Fairfax’s current stock price was ridiculously undervalued. We continue to 
feel that Fairfax’s time has come and your patience will be rewarded as we reap the benefits 
of the hard cycle, our focus on combined ratios and our disciplined long-term value 
approach to investing. 


VP Woden 


V. Prem Watsa 
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APPENDIX B 


GUIDING PRINCIPLES FOR FAIRFAX FINANCIAL HOLDINGS LIMITED 


OBJECTIVES: 


1) 


We expect to earn long term returns on shareholders’ equity in excess of 15% annually 
by running Fairfax and its subsidiaries for the long term benefit of customers, 
employees and shareholders — at the expense of short term profits if necessary. 


Our focus is long term growth in book value per share and not quarterly earnings. We 
plan to grow through internal means as well as through friendly acquisitions. 


2) We always want to be soundly financed. 

3) We provide complete disclosure annually to our shareholders. 

STRUCTURE: 

1) Our companies are decentralized and run by the presidents except for performance 
evaluation, succession planning, acquisitions and financing which are done by or with 
Fairfax. Cooperation among companies is encouraged to the benefit of Fairfax in total. 

2) Complete and open communication between Fairfax and subsidiaries is an essential 
requirement at Fairfax. 

3) Share ownership and large incentives are encouraged across the Group. 

4) Fairfax will always be a very small holding company and not an operating company. 

VALUES: 

1) Honesty and integrity are essential in all our relationships and will never be 
compromised. 

2) Weare results oriented — not political. 

3) Weare team players — no “egos’’. A confrontational style is not appropriate. We value 
loyalty — to Fairfax and our colleagues. 

4) Weare hard working but not at the expense of our families. 

5) We always look at opportunities but emphasize downside protection and look for ways 
to minimize loss of capital. 

6) We are entrepreneurial. We encourage calculated risk taking. It is all right to fail but we 
should learn from our mistakes. 

7) We will never bet the company on any project or acquisition. 

8) We believe in having fun — at work! 
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Consolidated Financial Summary (in Cdn§ millions except share and per share data)” 


Return on 
average 
shareholders’ 


equity 


Share- 
holders’ 


equity 


Per Share 


Net 
earnings 
- fully 
diluted 


As at and for the years ended December 31: 


1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 


25.4% 
31.3% 
21.2% 
20.3% 
23.0% 
21.3% 

7.7% 
20.3% 
12.1% 
20.1% 
21.4% 
20.4% 
20.1% 

4.3% 

4.1% 

(11.9%) 
12.8% 


2.08 
5.89 
8.32 
10.13 
12.41 
PD) 
21.41 
23.76 
SOAS 
43.77 
53.28 
87.05 
125.38 
184.54 
231.98 
242.75 
213.06 
237.01 


(1.89) 
1.35 
224 
1.94 
2.25 
2.92 
3.94 
1.76 
5.42 
4.66 
9.79 

15.36 

21.59 

32.63 
9.20 
9.41 


(28.04) 


28.78 


Revenue 


17.0 
Sa 
113.0 
133.6 
125.8 
195.4 
250.0 
286.8 
344.0 
634.9 
1,145.5 
1,475.8 
2,088.3 
3,574.3 
5,788.5 
6,188.5 
6,125.7 
7,962.3 


Earnings 
before 
income 


taxes earnings 


(0.9) 
9.1 
18.2 
21.3 
19.2 
23.2 
32.5 
7.0 
46.7 
46.0 
95.9 
187.3 
336.0 
484.8 
(17.3) 
(32.9) 


Net Total 
assets” 

(0.9) 41.5 
6.5 129.8 
16.0 185.4 
14.4 246.8 
16.7 248.1 
Zila 536.0 
225 516.6 
10.0 590.5 
oe IL PAN O)33 
Bonen 2, L734 
87,3. -2,8/3.5 
150.8 5,778.4 
22.3 LOO 753 
387.5 20,886.7 
124 2st O79 al 
137.4 31,833.3 
(736.1) (346.0) 35,438.7 
415.7 35,110.5 


432.5 


Invest- 
ments 


32 
95.6 
124.0 
Wes 
13329 
Seu 
341.2 
396.2 
848.8 

Ih seo: 
1,668.1 
3,454.5 
Sei! 
12,108.4 
17,842.1 
15,687.2 
16,419.2 
16,812.6 


Share- 
holders’ 
equity 


10.4 
41.3 
61.0 
74.2 
90.8 
94.7 
116.8 
143.8 
DUES 
SIIE9 
472.6 
SNUiall 
395e7 
PIS) 
3,116.0 
3,180.3 
3,042.7 
yaks 


Shares 
outstanding 


5.0 
7.0 
7.3 
7.3 
Te 
OES 
SED 
6.1 
8.0 
9.0 
8.9 
10.5 
iil 
120 
13.4 
rl 
14.4 
14.1 


Closing 
share 
price 


3.25" 
12.75 
12.37 
15.00 
18.75 
11.00 
21.25 
25.00 
61.25 
67.00 
98.00 

290.00 
320.00 
540.00 
245.50 
228.50 
164.00 
12140 


) All share references are to common shares; shares outstanding are in millions 


® Commencing in 1995, reflects a change in accounting policy for reinsurance recoverables 
Total debt (beginning in 1994, net of cash in the holding company) with Lindsey Morden equity accounted 


“ When current management took over in September 1985 
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FAIRFAX FINANCIAL HOLDINGS LIMITED 


Directors of the Company 
* Frank B. Bennett (as of April 2003) 
President, Artesian Management, Inc. 
* Anthony F. Griffiths 
Corporate Director 
* Robbert Hartog 
President, Robhar Investments Ltd. 
V. Prem Watsa 
Chairman and Chief Executive Officer 
* Audit Committee Member 


Operating Management 

John Watson, Chairman 

Ronald Schwab, President 
Commonwealth Insurance Company 
Bruce Esselborn, Chairman 

Crum & Forster Holdings, Inc. 

Kenneth Kwok, President 

Falcon Insurance Company (Hong Kong) 
Limited 

John M. Paisley, President 

Federated Insurance Company of Canada 
Anthony F. Hamblin, President 
Hamblin Watsa Investment Counsel Ltd. 
Martin P. Hughes, Chairman 

Richard A. Gulliver, President 

Hub International Limited 

Karen Murphy, President 

Lindsey Morden Group Inc. 

Byron G. Messier, President 

Lombard General Insurance Company of 
Canada 

Mark J. Ram, President 

Markel Insurance Company of Canada 
Andrew A. Barnard, President 

Odyssey Re Holdings Corp. 

Dennis C. Gibbs, Chairman 

TRG Holding Corporation 


Officers of the Company 
Trevor J. Ambridge 


Vice President and Chief Financial Officer 


Sam Chan 
Vice President 


Francis Chou 
Vice President 


Jean Cloutier 
Vice President and Chief Actuary 


J. Paul T. Fink 
Vice President 


Jonathan Godown 
Vice President 


Bradley P. Martin 
Vice President and Corporate Secretary 


Eric P. Salsberg 
Vice President, Corporate Affairs 


Ronald Schokking 
Vice President, Finance 


V. Prem Watsa 
Chairman and Chief Executive Officer 


M. Jane Williamson 

Vice President 

Officers of Fairfax Inc. 
John Cassil, Vice President 
James F. Dowd, President 

Scott Galiardo, Vice President 
Stewart Gleason, Vice President 
Roland Jackson, Vice President 
Head Office 

95 Wellington Street West 
Suite 800 

Toronto, Ontario, Canada MSJ 2N7 
Telephone (416) 367-4941 
Website www. fairfax.ca 
Auditors 
PricewaterhouseCoopers LLP 


General Counsel 
Torys 


Transfer Agents and Registrars 
CIBC Mellon Trust Company, Toronto 
Mellon Investor Services LLC, New York 


Share Listings 


Toronto and New York Stock Exchanges 
Stock Symbol FFH 


Annual Meeting 
The annual meeting of shareholders of 


Fairfax Financial Holdings Limited will be 
held on Monday, April 14, 2003 at 9:30 a.m. 
in Room 105 at the Metro Toronto 
Convention Centre, 255 Front Street West, 
Toronto. 
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